
BEFORE THE PUBLIC UTILITIES COMMISSION 

OF THE STATE OF HAWAII 

In the Matter of the Application of 

HAWAIIAN ELECTRIC COMPANY, INC. 
HAWAII ELECTRIC LIGHT COMPANY, INC. 
MAUI ELECTRIC COMPANY, LIMITED 

For Approval of the Advanced Meter 
Infrastructure (AMI) Project and Request 
to Commit Capital Funds, to Defer 
and Amortize Software Development 
Costs, to Begin Installation of Meters and 
Implement Time-Of-Use Rates, for 
Approval of Accounting and Ratemaking 
Treatment, and other matters. 

Docket No. 2008-0303 

O f — 

is 
CO-H 

2:11! 
m 
CO 

\ j j 

V 

0 0 

Advanced Metering Infrastructure (AMI) Project 

Hawaiian Electric Confipanies' 
Direct Testimonies 

July 31, 2009 



Hawaiian Electric Company, Inc. • PO Box 2750 • Honolulu, HI 96840-0001 

Dean K. Matsuura CTJCO 
Manager 
Regulatory Affairs JulvSl 2009 zi:C~> 

O ! 

3:, 
' ^ 3 

C/5—I 

^ F 
The Honorable Chairman and Members of the zz. n! 

Hawaii Public Utilities Commission ^ 
Kekuanaoa Building, 1st Floor "^ 
465 South King Street 
Honolulu, Hawaii 96813 

Dear Commissioners: 

Subject: Docket No. 2008-0303 
Advanced Metering Infrastructure Project 
Hawaiian Electric Companies' Direct Testimonies 

In accordance with the Order Approving Stipulated Procedural Order, as Modified, 
filed on April 21, 2009, enclosed for filing are the Hawaiian Electric Company, Inc., Hawaii 
Electric Light Company, Inc., and Maui Electric Company, Limited's (collectively 
"Hawaiian Electric Companies") Direct Testimonies. 

Very truly yours. 

Enclosures 

cc: Division of Consumer Advocacy 
Henry Q Curtis (Life of the Land) 
Warren S. Bollmeier n (HREA) 
Mark Duda (HSEA) 



HECO T-1 
DOCKET NO. 2008-0303 

TESTIMONY OF 
LEON R. ROOSE 

MANAGER, SYSTEM INTEGRATION DEPARTMENT 
HAWAHAN ELECTRIC COMPANY, INC. 

Subject: AMI BUSINESS POLICY 



HECO T-I 
DOCKET NO. 2008-0303 
PAGE 1 OF 10 

1 INTRODUCTION 

2 Q. Please state your name and business address. 

3 A. My name is Leon Roose and my business address is 820 Ward Avenue, P.O. Box 

4 2750, Honolulu, Hawaii. 

5 Q. By whom are you employed and in what capacity? 

6 A. I am Manager of the System Integration Department (formerly the System 

7 Planning Department) of Hawaiian Electric Company, Inc. ("Hawaiian Electric")-

8 Q. Please state your professional experience and educational background. 

9 A. My experience and educational background are provided in HECO-100. 

10 Q. What is the scope of your testimony in this proceeding? 

11 A. I am the policy witness on the Advanced Metering Infrastructure ("AMI") Project 

12 proposed by Hawaiian Electric, Hawaii Electric Light Company, Inc. ("HELCO"), 

13 and Maui Electric Company, Ltd. ("MECO") (collectively, the "Hawaiian Electric 

14 Companies" or "Companies"). The following individuals will also present 

15 testimony in the instant proceeding on behalf of the Companies: 

16 HECO T-2 ~ Mr. Fetheriand - AMI Technology and Project Implementation 

17 HECO T-3 - Mr. Hignite - Cost-Benefit Analysis 

18 HECO T-4 - Mr. McMenamin - Customer Information System ("CIS") Project 

19 HECO T-5 - Ms. Nanbu - Accounting Treatment and Cost Recovery 

20 HECO T-6 - Ms. Sekimura - Need for Accelerated Cost Recovery 

21 HECO T-7 - Mr. Young - Time-of-Use ('TOU") Rates 
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1 GENERAL AMI POLICY 

2 Q. What is the Hawaiian Electric Companies' general policy on AMI? 

3 A. The Hawaiian Electric Companies view AMI as a technology that can provide 

4 fundamental improvements in labor intensive processes while improving our 

5 ability to serve our customers and serving as a foundational element of the Smart 

6 Grid. Keys to the success of both AMI and the Smart Grid are reliable, two-way 

7 communication networks and the availability of low-cost, high-functionality 

8 hardware (including residential and commercial and industrial meters and 

9 distribution automation devices for the grid). The presence of a pervasive two-

10 way communication network throughout the Companies' service territories will 

11 enable the utilities to implement rates and programs to engage customers in the 

12 active management of their electricity use and also provide a new means to 

13 monitor operating conditions within the Companies' systems. A new awareness 

14 of electricity consumption (made possible by the AMI system) will ultimately 

15 modify customer behavior - in a similar fashion to drivers who have purchased 

16 automobiles with real-time displays of fuel consumption, which some have coined 

17 the "Prius-effect." 

18 

19 HAWAIIAN ELECTRIC COMPANIES' PROPOSED AMI PROIECT 

20 Q. What are the Hawaiian Electric Companies requesting in this docket? 

21 A. As described in the instant Application, the Companies are requesting the 

22 following: 



HECO T-1 
DOCKET NO. 2008-0303 
PAGE 3 OF 10 

1 (1) to commit capital funds in excess of $2,500,000 (estimated at $41,229,000 

2 for Hawaiian Electric, $10,606,000 for MECO, and $13,190,000 for 

3 HELCO) for the AMI project; 

4 (2) to defer certain computer software development costs (i.e., the "Stage 2" 

5 or "Application Development" costs, including the costs of designing, 

6 acquiring, installing and testing the computer software) for the Meter 

7 Data Management System ("MDMS") and accrue an allowance for funds 

8 used during construction ("AFUDC") during the deferral period (total 

9 deferred costs are estimated at $9,134,000 for Hawaiian Electric, 

10 $2,021,000 for MECO, and $2,385,000 for HELCO); 

11 (3) to amortize the MDMS deferred costs (including AFUDC) over a 12-year 

12 period (or such other amortization period as the Commission finds to be 

13 reasonable), and to include the unamortized deferred costs (including 

14 AFUDC) in rate base; 

15 (4) cost recovery for ratemaking purposes of the remaining book value of its 

16 existing meters (that will be replaced with advanced meters) in the 

17 following manner for each of (he Companies: 

18 (a) Hawaiian Electric - beginning with the receipt of the 

19 Commission's Decision and Order on a straight-line basis over a 

20 period of three years for Hawaiian Electric, 
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1 (b) MECO - beginning with the receipt of the Commission's Decision 

2 and Order on a straight-line basis and ending when MECO's 

3 meter installation begins, and 

4 (c) HELCO - beginning with the receipt of the Commission's 

5 Decision and Order on a straight-line basis and ending when 

6 HELCO's meter installation begins; 

7 (5) cost recovery for ratemaking purposes of the capital costs associated with 

8 the purchase and installation of the new AMI meters over a seven-year 

9 period on a straight-line; 

10 (6) immediate approval to begin installing, on a first-come, first-served basis, 

11 advanced meters for all customers that request them and to implement 

12 TOU rates on an interim basis for customers requesting the installation of 

13 advanced meters; 

14 (7) expedited approval of proposed Schedule TOU-R (Residential Time-of-

15 Use) rates for Hawaiian Electric, HELCO, and MECO (all three 

16 divisions) and proposed Schedule TOU-G (Small Commercial Time-of-

17 Use Service), Schedule TOU-J (Commercial Time-of- Use Service) and 

18 Schedule TOU-P (Large Power Time-of-Use Service) rates for HELCO 

19 and MECO (all three divisions); 

20 (8) to recover all of the Companies' incremental cost associated with the 

21 AMI Project through the Renewable Energy Infrastructure Program 

22 ("REIP") surcharge ("REIP Surcharge") that is pending approval in 
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1 Docket No. 2007-0416 or an AMI surcharge ("AMI Surcharge") 

2 mechanism approved by the Commission in this proceeding; 

3 (9) approval of the Advanced Metering Infrastructure Equipment and 

4 ' Services Agreement ("Sensus Agreement") between the Hawaiian 

5 Electric Company, Inc. and Sensus Metering Systems, Inc. ("Sensus") 

6 including its terms and conditions and a finding that the arrangement is 

7 prudent and in the public interest, and a determination that the Companies 

8 may include all costs, fees and related taxes to be paid by the Companies 

9 pursuant to the Agreement in its revenue requirements for ratemaking 

10 purposes and for the purposes of determining the reasonableness of the 

11 Companies' rates; and 

12 (10) to recover the lease expenses (based on lease payments over the term of 

13 the agreement) for the Sensus-owned, two-way radio frequency network 

14 infrastructure ("AMI Network"). 

15 PROJECT BENEFITS AND IMPACTS 

16 Q. What are the near-term benefits of the proposed AMI Project? 

17 A. In the near-term, AMI implementation will provide labor savings and allow the 

18 Companies to provide more granular and timely information to their customers, 

19 either through a web portal or directly through an in-home display. AMI will 

20 improve the accuracy, timeliness and cost efficiency of billing information, and 

21 customers will have greater confidence in the bills they receive. The availability 

22 of recent energy usage information will also empower customers to make more 

23 intelligent energy decisions and have greater control over their energy use and 
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1 costs. Customer equity will also be enhanced through improved meter accuracy 

2 and electricity theft detection made possible by the AMI system. In-home and 

3 embedded appliance devices becoming available in the marketplace allow 

4 customers to view consumption information almost immediately and also provide 

5 a means to program and control major appliances. The ability of the AMI 

6 Network to control devices or appliances at the customer's premises will provide 

7 an important tool to support the integration of increased levels of renewable and 

8 distributed generation energy sources into the Companies' grids. 

9 Q. Are there longer-term benefits of AMI as well? 

10 A. Yes. In the longer term, the AMI Project will support distribution planning, 

11 system operation, and outage detection and restoration through the availability of 

12 system status information (for example, voltage and power measurements) and 

13 momentary outage counts (or "blinks") at each customer premises throughout the 

14 Companies' grids. The Companies are also invesfigating the ability of the AMI 

15 Network to provide grid control functions such as remote switching and event 

16 capture (i.e., alerts and alarms) from the distribution system. 

17 The AMI Project proposed by the Hawaiian Electric Companies will help 

18 to usher in a clean energy future for Hawaii and foster an ethic of energy 

19 efficiency - a goal shared by the State of Hawaii and the Hawaiian Electric 

20 Companies. In particular, the AMI system that the Companies propose to install 

21 will: 1) provide a number of presently quantifiable long-term benefits resulting 

22 from meter reading, field service and meter capital savings, as well as increased 

23 customer equity through heightened meter accuracy and energy theft reductions; 

24 2) enable and support the wider adoption of TOU pricing; 3) enable future 

25 programs such as Dynamic Pricing; and 4) support a future Smart Grid. The 
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1 proposed AMI Project is designed to meet all of these objectives and the 

2 Companies urge the Commission to grant approval to move forward. 

3 Q. Please elaborate on the Companies' goals with respect to energy efficiency. 

4 A. Although achieving an ethic of energy efficiency has been a goal of the Hawaiian 

5 Electric Companies for some time, it recently became a legislative mandate. On 

6 June 25, 2009, the Governor of the State ofHawaii signed into law Act 155, H.B. 

7 No. 1464, H.D. 3, S.D. 2, CD. 1 ("Act 155"), thereby aggressively increasing the 

8 clean energy obligations of electric ufilities in Hawaii. Part VI of Act 155 

9 expressly directs the Commission to establish "energy-efficiency portfolio 

10 standards that will maximize cost-effective energy efficiency programs and 

11 technologies." More specifically, Act 155 requires that the energy-efficiency 

12 portfolio standards be designed to achieve 4,300 GWh of electricity use reductions 

13 statewide by 2030, with interim Commission-established goals for 2015, 2020, 

14 and 2025. The Commission "may also adjust the 2030 standard to maximize cost-

15 effective energy-efficiency programs and technologies." 

16 Q. How much will the AMI Project cost? 

17 A. The total AMI Project costs of $115,016,000 from 2010 through 2015 can be 

18 summarized as follows: (1) Capital Costs of $68,784,000; (2) Deferred Costs of 

19 $13,540,000; and Expense Costs - $32,692,000. 

20 Further details regarding AMI project benefits and cost are provided by Mr. 

21 Hignite in HECO T-3. 

22 Q. What are the estimated bill impacts of the AMI Project on the Companies' 

23 customers? 

24 A. As indicated in Exhibit 21 of the instant Application, the Companies estimate that 

25 monthly impacts on customer bills will range from an increase of $0.80 to $3.50 
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1 for customers consuming 1,000 kWh/month. 

2 

3 ROLE OF AMI IN THE CLEAN ENERGY FUTURE 

4 Q. How will the AMI Project help to move Hawaii toward a clean energy future and 

5 an ethic of energy efficiency? 

6 A. The AMI Project will promote Act 155's energy efficiency objecfives by, among 

7 other things, empowering customers to make more intelligent energy decisions 

8 and have greater control over their energy use and costs. AMI also supports many 

9 of Hawaii's other and/or related clean energy objectives including the Smart Grid, 

10 the greening of transportation, demand response programs, pricing principles and 

11 programs, distributed generation, distributed energy storage, net energy metering 

12 and investment in infrastructure. 

13 In particular, AMI is a foundational element of a Smart Grid future, and 

14 the Companies have initiated the development of a Smart Grid roadmap to define 

15 and analyze the benefits and costs of various elements of a Smart Grid and guide 

16 the timeframe over which a Smart Grid can be developed. The Companies are in 

17 the process of finalizing a request for proposals ("RFP") for consulting services to 

18 complete a Smart Grid roadmap and through the RFP process, will select a firm to 

19 develop individualized roadmaps charting a Smart Grid course for each of the 

20 Companies. 

21 Q, What is the Companies' perspective on the recent rapid evolution of AMI 

22 technology and its relationship to the Smart Grid? 

23 A. From the time that the Companies first considered available AMI products several 

24 years ago, the technology has rapidly evolved beyond simple automated metering 

25 into a foundational technology that supports the Smart Grid by providing 
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1 information from the Companies' customers and the distribution grid itself 

2 through a two-way communications network. Thus, AMI Networks in particular 

3 have moved to the forefront as a key Smart Grid enabling technology, and AMI 

4 vendors have responded enthusiastically by a near explosive expansion of product 

5 offerings (ranging from ufility distribution automafion functions to customer in-

6 home displays and controls) and development of synergistic capabilities between 

7 AMI and Smart Grid applications. Thus, the Companies believe that AMI 

8 technology and its communications network will undoubtedly be a central and 

9 essential element in many aspects of the Companies' future Smart Grid initiatives. 

10 

11 CONCLUSION 

12 Q. Please summarize your testimony. 

13 A. The Hawaiian Electric Companies have proposed an AMI system that provides 

14 immediate quantifiable benefits to the utility and its customers. These benefits 

15 will help to offset the reasonable costs of the AMI system and provide a 

16 foundation for future programs which will help the Companies in areas such as 

17 distribution planning, system operation and automation, customer outage 

18 identification and restorations, customer operations and billing, and customer 

19 energy use awareness and efficiency. Ultimately, an AMI system will also help to 

20 increase the utilization of renewable energy resources. 

21 The Consumer Advocate, the Hawaii Renewable Energy Alliance, the 

22 Hawaii Solar Energy Association and Life of the Land, as well as the 

23 Commission's consultant, the National Regulatory Research Institute, have 

24 provided valuable insight and views on many aspects of the Companies' proposed 

25 AMI Project, including the selection of an optimal AMI system. AMI will help 
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1 the Hawaiian Electric Companies meet their energy efficiency goals, while 

2 enabling important clean energy efforts such as Smart Grid, TOU pricing, demand 

3 response and renewable energy integration initiatives, and providing an 

4 opportunity for the Companies and the parties to this docket to collaborate in 

5 building a clean energy future for Hawaii. Approval of the proposed AMI Project 

6 will create an opportunity to move forward on clean energy objectives by bringing 

7 "smart" capabilities and programs to life today in a form that brings value and 

8 makes sense to our customers, and can be leveraged as a platform upon which 

9 further benefits will be realized in time. 

10 Q. Does this conclude your testimony? 

11 A. Yes, it does. 
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Q. 

A. 

Q-

A. 

Q. 

A. 

Q-

A. 

INTRODUCTION 

Please state your name and business address. 

My name is Paul Fetheriand and my business address is 820 Ward Avenue, 

Honolulu, Hawaii. 

By whom are you employed and in what capacity? 

I am the Advanced Metering Infrastructure ("AMI") Director for Hawaiian 

Electric Company, Inc. ("Hawaiian Electric"). 

Please state your professional experience and educational background. 

My experience and educational background are provided in HECO-200. 

What is the scope of your testimony in this proceeding? 

I am responsible for describing the overall AMI Project and the following 

elements of the AMI Project proposed by Hawaiian Electric, Hawaii Electric 

Light Company, Inc. ("HELCO"), and Maui Electric Company, Limited 

("MECO") (collectively, the "Hawaiian Electric Companies" or "Companies"): 

1. Technology 

2. Project Need 

3. Programs Enabled By AMI 

4. AMI Deployment 

5. Technology Evolution 

6. AMI Integration With Other Systems 

7. Information Security 
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1 AMI PROJECT 

2 Q. What is AMI? 

3 A. AMI refers to the system infrastructure that measures, collects and analyzes 

4 energy usage, on a pre-defined schedule or "on demand" basis. This infrastructure 

5 includes hardware, software, and communication systems, ultimately linking 

6 customer premises advanced electricity meters to utility-located systems. AMI 

7 provides two-way, wireless communications between utilities and customer 

8 meters to allow utilities to obtain consumption reads and voltage status at 

9 individual premises much more frequentiy than the existing monthly meter 

10 reading cycles, as well as "on demand." 

11 Q. What are primary components of the Companies' proposed AMI system? 

12 A. The AMI system is comprised of advanced meters and a two-way wireless 

13 network, both provided by Sensus Metering Systems, Inc. ("Sensus"), and a meter 

14 data management system ("MDMS"). (The Companies executed a comprehensive 

15 agreement with Sensus ("Sensus Agreement") on October 1, 2008, under which 

16 the Companies will purchase residential and commercial AMI meters.) The 

17 MDMS will be centralized at Hawaiian Electric and provide for the integration of 

18 the MDMS witii the Companies' customer information system ("CIS"). The AMI 

19 Network provides communication between the AMI meters and the MDMS. 

20 Q. How would the proposed AMI system be deployed? 

21 A. AMI meters and components of the AMI Network will be installed on the islands 

22 of Oahu, Maui and Hawaii. Residential AMI meters will be installed by; (1) a 

23 meter installation vendor (to be selected via a request for proposal ("RFP") 

24 selection process); (2) the Companies' internal labor force; or (3) a combination of 
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1 the two. The commercial and industrial ("C&I") AMI meters will be installed by 

2 the Hawaiian Electric Companies' internal labor force. 

3 Overall, Hawaiian Electric is planning for a six-year AMI Project 

4 implementation, beginning in 2010. The AMI Project will begin with the 

5 development of the first phase of the MDMS in 2010 at Hawaiian Electric's data 

6 center on Oahu. The installation of Oahu's AMI Network will occur 

7 incrementally, beginning in November 2010 and progressing through August 

8 2013. Full-scale meter deployment on Oahu will begin in May 2011 and end in 

9 December 2013. The installation of Maui's AMI Network will occur 

10 incrementally, begiiming in November 2013 and progressing through September 

11 2014. Full-scale meter deployment on Maui will begin in April 2014 and end in 

12 December 2014. The installation of the AMI Network on the island ofHawaii 

13 will occur incrementally, beginning in October 2014 and progressing through 

14 August 2015. Full-scale meter deployment on the island ofHawaii will begin in 

15 April 2015 and end in December 2015. 

16 These schedules are planning estimates and will need to be adjusted if steps 

17 required to move forward such as Commission approval and MDMS development 

18 require more time. 

19 

20 TECHNOLOGY 

21 Q. How would the AMI system work? 

22 A. The proposed AMI system would consist of advanced meters, two-way wireless 

23 communications networks, a network management and control system (i.e., a 

24 regional network interface or "RNI"), and tiie MDMS. The meters and MDMS 
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1 will be owned by the Hawaiian Electric Companies while the RNI and the two-

2 way wireless communications network will be owned by the AMI vendor. All of 

3 the advanced meters will have the capability to capture interval meter reads at 

4 configurable intervals (such as 15-minute or one-hour) and deliver encoded and 

5 encrypted data to the RNI, which will be operated and maintained by the AMI 

6 vendor but located at the Hawaiian Electric Companies' secure data center in 

7 Honolulu. A backup data center will be located at another secure data center 

8 facility in order to provide for disaster recovery. Both the residential and C&I 

9 meters will capture and transmit outage and restoration events as well as voltage 

10 data. 

11 Meter data from the RNI will be transmitted to the Hawaiian Electric 

12 , Companies' MDMS, which will store and process the meter data through a 

13 process known as validation, editing and estimating. Processed data fi-om the 

14 MDMS will be delivered in a suitable format to the Companies' CIS. In the near 

15 term, this will be the legacy CIS. Interface and system of record definitions will 

16 be formalized during the MDMS design process. 

17 Q. What type of technologies will the AMI Project employ? 

18 A. The Hawaiian Electric Companies' current AMI plans call for the implementation 

19 of a fixed tower AMI system. The Companies would install utility-owned Sensus 

20 iConA residential meters and Elster C&I meters equipped with Sensus FlexNet 

21 radio boards. In high customer turnover areas, just over 4% of the residential 

22 meters would be equipped with an integrated remote disconnect switch that 

23 facilitates remote start/stop operations and remote reads by the Hawaiian Electric 

24 Companies' customer service representatives. 
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1 The Hawaiian Electric Companies' plans also include the installation of 900 

2 MHz, licensed frequency, AMI networks using base stations (Tower Gateway 

3 Base Stations or "TGBs") strategically located throughout the islands of Oahu, 

4 Maui and Hawaii, which networks will be owned and operated by the Companies' 

5 AMI vendor. In isolated areas or other areas which are difficult to cover 

6 economically, network or remote portals (i.e., FlexNet Remote Portals or "FRPs" 

7 and FlexNet Network Portals or "FNPs") will be installed. FNPs and FRPs would 

8 be mounted on poles, buildings or other structures. The Companies' AMI vendor 

9 will be obligated to provide minimum network performance levels in retum for 

10 payment of a monthly per endpoint fee by the Hawaiian Electric Companies. 

11 

12 PROJECT NEED 

13 Q. Is there a clearly defined need for the AMI project? 

14 A. Yes. AMI provides two-way communications between the utility and customer 

15 meters to allow the utility to obtain consumption reads and voltage status at 

16 individual premises much more frequently than the monthly billing cycle, and "on 

17 demand." These capabilities can allow the Companies to enhance customer 

18 service, revenue management and distribution operations, and support outage 

19 management. 

20 In conjunction with a future demand response ("DR") program, AMI will 

21 empower the Companies' customers to reduce and/or shift energy usage in 

22 response to time-differentiated energy prices. Further, DR technologies, such as 

23 smart programmable/controllable thermostats, smart load cycling controls, in-
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1 premise displays, etc., can allow customers to execute their choices 

2 convenientiy. 

3 The AMI commimication and smart metering infrastructure also provides 

4 a foundation for the implementation of Smart Grid technology. Smart Grid 

5 technology combines intelligent electronic devices (i.e., smart relays and 

6 distribution automation devices) and advanced applications that utilize timely 

7 data on customer loads and voltages. The Smart Grid promises unparalleled 

8 capabilities in monitoring, controlling, optimizing and automating the restoration 

9 of the electric power delivery system. Collectively, AMI and DR offer 

10 important alternatives, in addition to renewable energy, to help address global 

11 energy supply and environmental issues. 

12 In short, the implementation of AMI is being driven by significant 

13 developments in the evolution and availability of AMI-related technologies, 

14 AMI'S increasing popularity on the U.S. mainland, and uncertainty in the future 

15 price of fiiel. AMI has - particularly in recent years - received wide support at 

16 both state and federal levels. 

17 Q. What are the specific objectives of the AMI Project? 

18 A. The Companies' specific objectives with respect to the AMI project are: 

19 (1) install remotely configurable and upgradable, advanced meters for the 

20 majority' of the Companies' residential and C&I customers; 

21 (2) provide 15-minute or one-hour^ interval data to customers through the 

22 Companies' web portal or directly to fiiture devices such as in-home displays; 

' In response to the Consumer's Advocate's concern about customer equity, the Hawaiian Electric 
Companies' revised its proposed meter replacement count to 100% of the meters that are classified as 
non-MV90 meters, which are connected by phone lines. 
^ The advanced meters selected by the Hawaiian Electric Companies can be configured to provide as low 
as 5-minute interval data. 
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1 (3) interface the AMI system's MDMS to the Companies' CIS; 

2 (4) provide a pervasive, flexible, wireless, and two-way communications 

3 technology that can support monitoring, sensing, and control of the utility grid 

4 as well send price and control signals, status messages (tampers, power outage 

5 and restoration, voltage minimum/maximum/average, and voltage profile 

6 information to and from each customer's premises; 

7 (5) provide an AMI platform that supports future HANs; 

8 (6) reduce manually intensive labor cost through significant elimination of meter 

9 reading and field services time; 

10 (7) improve customer service through more timely acquisition and granularity of 

11 data and outbound control functionality (e.g., remote coimection and 

12 disconnection of selected meters and on-demand reads); 

13 (8) provide metering which is inherently accurate and persistent compared to old 

14 electromechanical meters; 

15 (9) provide minimum/maximum/average voltage and voltage profile data to 

16 distribution planning and system operations; 

17 (10) provide momentary outages ("blink counts") to system operations; and 

18 (11) support outage management functions and examine the means to leverage the 

19 availability of outage and restoration alarm data by Hawaiian Electric's outage 

20 management system ("OMS") and in a simpler fashion with MECO and 

21 HELCO. 

22 Q. Has the Consumer Advocate expressed any concerns regarding how the AMI 

23 Project is defined? 

24 A. The Consumer Advocate expressed a concern regarding the clarity of the AMI 

25 project's definition. The Consumer Advocate's position is partially based on total 
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1 project cost and other factors, including a reference to the Commission's 

2 Decoupling proceeding, Docket No. 2008-0274. 

3 The AMI Project that has been defined by the Hawaiian Electric 

4 Companies would replace all of its customer's meters (except those C&I 

5 customers with existing MV90 meters connected by phone lines) with advanced 

6 meters, capture interval data, provide that data to customers through the web, and 

7 allow time-of-use ("TOU") rates to be widely implemented throughout the 

8 Companies' customer base, while providing a platform for future programs. The 

9 costs and benefits of AMI Project are detailed in Mr. Hignite's testimony 

10 (HECO T-3). 

11 Q. Is the Hawaiian Electric Companies' proposal to implement the AMI Project 

12 reasonable? 

13 A. Yes. The Companies proposed the AMI project as a first step in a broader Smart 

14 Grid initiative, focusing on quantifiable benefits that provide near term benefits to 

15 the utility and its customers. To properly assess the reasonableness of the AMI 

16 Project, a detailed AMI financial model was developed by the Hawaiian Electric 

17 Companies. The results of the model indicate that a substantial portion of the 

18 AMI Project cost would be offset by currently quantifiable benefits. Additional 

19 benefits will result from the implementation of the AMI Project, but they are 

20 difficuh to quantify at this time. The Dynamic Pricing Pilot ("DPP") Program, 

21 once approved by the Commission, will allow the Hawaiian Electric Companies 

22 to better understand the costs and benefits of such pricing programs, and how this 

23 would affect the AMI Project's benefit-cost ("B/C") ratio. In the case of Pacific 

24 Gas & Electric's AMI program, these future DR benefits increased the benefit-

25 cost ratio above unity. 
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1 In order to capture the important features of the AMI Project, the AMI 

2 financial model (see HECO T-3) is detailed and contains a myriad of 

3 assumptions, including project timing. The Consumer Advocate expressed 

4 concern about the cost effectiveness of the AMI project and was unable to 

5 develop a position due to time constraints, unfamiliarity with the financial 

6 model, and lack of competitive vendor pricing for comparison purposes. 

7 Mr. Hignite's testimony (HECO T-3) discusses the Companies' financial 

8 model, including the quantifiable costs and benefits and assumptions that were 

9 used to calculate the B/C ratios that were presented in the Companies' response 

10 to CA-IR-3 (including Attachment 1 of the Companies' response). 

11 

12 PROGRAMS ENABLED BY AMI 

13 Q. How could AMI be leveraged to support DR programs? 

14 A. The AMI network is designed to provide two-way communications with devices 

15 such as load control switches, thermostats, and in-home displays to allow the 

16 management of electricity use by water heaters, air-conditioning units, pool 

17 pumps and smart appliances. Exhibit 13 of the Application provided a Sensus 

18 white paper that described their DR roadmap. Since the time that this white paper 

19 was written (February 2008), the industry has advanced and more products are 

20 becoming available in the marketplace to support DR programs. 

21 Q. What are the other parties' views on programs enabled by AMI? 

22 A. The Consumer Advocate's direct testimony indicates support for Commission 

23 approval of the Hawaiian Electric's DPP Program (Docket 2008-0074) and 

24 acknowledges that this is the exact type of program that a cost-effective AMI 
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• 

1 system will facilitate since, without such an AMI system, the Companies would 

2 primarily have to rely on non-integrated systems and/or manual effort to 

3 implement and calculate rebates. The Consumer Advocate further indicates that, 

4 without a cost-effective AMI system, the Companies would be essentially 

5 prohibited from offering such programs to all customers or even to some of the 

6 customer classes in their entirety. 

7 Q. Does the AMI system proposed by the Hawaiian Electric Companies include 

8 Home Area Network ("HAN") functionality? 

9 A. The AMI meters selected by the Hawaiian Electric Companies rely on FlexNet 

10 HAN devices within a home or business. Such devices would be procured 

11 directly from the AMI vendor or through a third-party vendor who has licensed 

12 FlexNet technology and has embedded this capability into their HAN product 

13 line. In addition, many HAN product vendors are also designing products that can 

14 utilize a device adapter called USNAP^ to act as a translator between FlexNet and 

15 more common communication protocols such as ZigBee, which is a popular with 

16 many large mainland utilities. HANs are not a part of the instant Application, but 

17 provide a mechanism to leverage the AMI Network to extend control within a 

18 customer's premises and added benefits to customers and the utility in the future, 

19 particularly with the advent of smart appliances. 

20 

21 AMI DEPLOYMENT 

22 Q. Please describe the extent of the Hawaiian Electric Companies' planned AMI 

23 deployment? 

USNAP denotes Utility Smart Network Access Port. Details are available at http://www.usnap.org 

http://www.usnap.org
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1 A. The proposed AMI Project would deploy approximately 478,000 residential and 

2 C&I meters on the islands of Oahu, Maui and Hawaii over a six-year period. 

3 Q. How do the Hawaiian Electric Companies propose to deploy AMI? 

4 A. The Companies have laid out a realistic deployment timeframe, which we believe 

5 is practical and effectively balances internal and external resources for AMI 

6 deployment across the islands of Oahu, Maui and Hawaii. AMI deployment 

7 would take place on Oahu first over a three-year period, followed by the islands of 

8 Maui and Hawaii in subsequent years. In contrast to mainland projects, 

9 manpower is not as readily available in Hawaii for long-term meter deployments; 

10 therefore, the Hawaiian Electric Companies' plan to maximize the use of internal 

11 persormel from the metering and field services areas. The Companies also believe 

12 that the active involvement of internal field personnel provides a higher level of 

13 confidence that the installations will go smoothly and mitigate adverse impacts on 

14 our metering operations, which are critical to our overall business. 

15 From an information technology perspective, the Hawaiian Electric 

16 Companies have also proposed a phased approach to mitigate risks and ensure 

17 that core software is functioning properly before proceeding with more complex 

18 system features. The Consumer Advocate has expressed concern about the 

19 linkage of the MDMS to the CIS, including the reliance of the overall AMI 

20 project benefits on the successful implementation of both software systems. This 

21 is addressed by Mr. McMenamin in HECO T-4. 

22 Q. Did any of the parties express concerns regarding the Companies' deployment 

23 plan? 

24 A. Yes. The Consumer Advocate questioned whether the deployment could be 

25 accelerated to achieve benefits faster, but the Hawaiian Electric Companies 
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1 believe that this would create unnecessary risk. The Consumer Advocate also 

2 suggested that deployment plans target areas where the highest benefits could be 

3 achieved (i.e., with remote disconnect meters and/or remote or difficult to read 

4 areas). To the extent practicable, the Companies would consider alternatives to 

5 accelerate the realization of AMI benefits, but need to balance such an objective 

6 against meter deployment efficiency. AMI deployments rely on rapid and 

7 persistent meter rollouts in order to achieve the necessary cost efficiency, to the 

8 extent that resources are available and can be effectively managed. 

9 Molokai and Lanai 

10 Q. The Consumer Advocate expressed concern about the availability of advanced 

11 meters on the islands of Molokai and Lanai, and discussed in its direct testimony 

12 the use of altemative AMI technologies such as mesh AMI systems that might be 

13 more cost-effective for smaller meter populations. Do the Hawaiian Electric 

14 Companies plan to deploy AMI on Molokai and Lanai? 

15 A. Yes. The current plan is to examine AMI technologies for the islands of Molokai 

16 and Lanai after completing the initial six-year deployment of AMI on Oahu, Maui 

17 and the Big Island. 

18 Q. What other concerns have been expressed regarding the proposed AMI 

19 deployment plan relative to Molokai and Lanai? 

20 A. The Consumer Advocate asserts that there is a need to transition to processes and 

21 procedures that will raise consumer awareness of energy consumption pattems 

22 and other related information. The Consumer Advocate further indicates that it is 

23 unlikely that successful DR programs (such as dynamic pricing programs), TOU 

24 meters, etc. can be implemented on the islands of Molokai and Lanai without 
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1 AMI, thereby unnecessarily and/or inappropriately excluding a customer or 

2 customer class. 

3 As discussed in the Companies' responses to CA-IR-11 and CA-IR-16, the 

4 Companies' currently proposed project does not include any costs or benefits for 

5 AMI on the islands of Molokai and Lanai and the Companies' plan was to file a 

6 request with the Commission to provide AMI metering to these islands later in the 

7 project. If requested by the Commission, a revised project plan can be developed 

8 to address the provision of these two islands with AMI meters in a more 

9 accelerated maimer. 

10 Mitigating Delays 

11 Q. The Consumer Advocate has expressed a concern over project delays. Are there 

12 measures in place to address this concern? 

13 . A. Yes. This is a reaHty that the Hawaiian Electric Companies have foreseen and the 

14 Sensus Agreement contains delay penalties that will help to mitigate these delays. 

15 The major concerns that the Companies have in this area are (1) delay penalties 

16 levied by the installation contractor(s) including potential re-mobilization costs, 

17 and (2) manufacturing delays or defects that cause major delays in product 

18 shipment. During deployment, the Companies will maintain an initial buffer 

19 stock of 10,000 meters and Sensus will be subject to delivery penalties specified 

20 in the Sensus Agreement. The Hawaiian Electric Companies will be obligated to 

21 support Sensus by timely ordering and reasonable projection of monthly meter 

22 needs. This collaboration is intended to provide a buffer and avoid potential delay 

23 penalties by the meter deployment contractor. 
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1 100% Meter Replacement 

2 Q. What percentage of the Companies' existing meter population does the 

3 Companies intend to replace with advanced meters? 

4 A. The Companies initially expected to replace 95-96% of customers' existing meters 

5 with AMI meters. However, in partial response to a customer equity issue raised 

6 by the Consumer Advocate, the Companies revised their AMI project design basis 

7 to allow for replacement of substantially all of their customers' meters with AMI 

8 meters (except for existing MV90 meters). To a certain extent, a more 

9 homogeneous population of meters will result in lower costs. (See page 12 of 

10 CA-T-1). Admittedly, decreasing the population diversity of the Companies' 

11 meters would simplify staff training and maintenance costs to an extent; however, 

12 cost savings from meter and spare parts inventory would be minimal since the 

13 Hawaiian Electric Companies have already worked to minimize meter diversity 

14 within their inventory. Meter repairs and recalibration are only performed on 

15 specialized C&I meters; in most cases the meter is simply replaced or retumed to 

16 the manufacturer if it has failed within the warranty period. 

17 First-Come. First-Served Meter Installation 

18 Q. Is the proposed implementation schedule that results in the meters being installed 

19 on a first-come, first-served basis with the possibility of allowing customers an 

20 opt-out basis reasonable? 

21 A. Yes. Mr. Young's testimony (HECO T-6) discusses TOU and dynamic rate 

22 options and the rationale for opt-in, opt-out and mandatory participation by 

23 customers. 
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1 TECHNOLOGY EVOLUTION 

2 Q. Is AMI technology evolving? 

3 A. Yes. The Companies have observed a rapid (and recent) evolution of products 

4 and technologies in the AMI and Smart Grid marketplace. The pace of change 

5 has been significantiy accelerated by the promise of federal project funding 

6 through the American Recovery and Reinvestment Act ("ARRA"). As a result of 

7 this, as well as concerns expressed by the Consumer Advocate and the other 

8 parties'* to this docket, the Hawaiian Electric Companies initiated research and 

9 entered into discussions with leading AMI vendors, with a particular focus on 

10 communication networks, distribution automation and national standards, which 

11 collectively are proving to be critical elements of the foundation for a Smart Grid. 

12 In particular, the Consumer Advocate and other parties to this docket have 

13 expressed concerns regarding optimal technology selection. This is 

14 understandable given the rapid movement in the AMI marketplace as meter 

15 vendors moved to address utilities' interest in utilizing AMI networks to support 

16 distribution automation ("DA") and DR fiinctionality (subsets of the Smart Grid). 

17 The Hawaiian Electric Companies are working with Sensus in order to obtain a 

18 detailed understanding of their Smart Grid business and product roadmap. 

19 Q. Has the Consumer Advocate raised any concerns with respect to the Companies' 

20 AMI technology selection? 

21 A. The Consumer Advocate has expressed concem that the Hawaiian Electric 

22 Companies did not employ a competitive RFP process for the AMI meters and 

23 network and have not yet completed the RFP process for the MDMS (and system 

'' The other parties include Hawaii Renewable Energy Alliance, Hawaii Solar Energy Association, and 
Life of the Land. 
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1 integrator services). As a result, the Consumer Advocate asserts that it is unable 

2 to make a comparative assessment of the cost-effectiveness of the proposed AMI 

3 Project. 

4 The Hawaiian Electric Companies are aware that selection and integration 

5 of the MDMS is a critical part of the overall AMI system. In fact, due to the 

6 critical nature of this selection, the rapid evolution of the MDMS product 

7 marketplace, and implementation challenges encountered by other utilities in 

8 successful implementations of AMI front-end software to MDMS and CIS 

9 systems, the Companies expanded their MDMS vendor evaluations to include 

10 three additional vendors (Ecologic Analytics, Aclara Software, and Oracle 

11 Lodestar). 

12 The initial two MDMS systems that were evaluated under pilot 

13 agreements at Hawaiian Electric were Itron and eMeter. All five of the MDMS 

14 vendors count major utilities as their customers and are in the process of 

15 implementing or going live with their software. Some of the MDMS vendors are 

16 also moving into the DR marketplace. The Hawaiian Electric Companies plan to 

17 develop a comprehensive MDMS and System Integration RFP, leveraging the 

18 preliminary functional requirements that were developed with Enspiria Solutions 

19 earlier as well as the knowledge gained during the Hawaiian Electric Companies' 

20 pilot MDMS activities. 

21 Q. Besides issues related to the MDMS, are there other questions that could, or 

22 should, be asked regarding the AMI solution proposed by the Companies? 

23 A. The Consumer Advocate questions whether the Companies have thoroughly 

24 evaluated all of the possible options to determine the optimal AMI system 

25 solution, including the possibility of using a hybrid solution rather than a single 
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1 technology. The Consumer Advocate cites the scenario on Molokai and Lanai, 

2 whereby a second technology may have provided a practical solution to the 

3 Sensus fixed tower network. The Consumer Advocate's observations are more 

4 relevant in today's AMI marketplace when compared to a technology decision 

5 made several years ago, when AMI technology (including Sensus) was in a less 

6 mature state. 

7 In discussions with AMI consultants who are familiar with the 

8 marketplace, the rapid evolution of AMI technology and products over the past 

9 several years and the rising visibility of communications networks as the keys to 

10 the future Smart Grid have placed many utihties in situations where technology 

11 selection has taken on a whole new challenge. A notable situation occurred 

12 when Pacific Gas & Electric transitioned from a low speed, powerhne carrier 

13 ("PLC") system^ to an Intemet-Protocol (IP) based, wireless network after the 

14 installation of 600,000 PLC meters. A credible argument can be made that there 

15 is a constant evolution in AMI technologies and that waiting for the ultimate 

16 solution will cause a delay in obtaining significant customer benefits. San Diego 

17 Gas & Electric indicated in its AMI project testimony that the utility will remain 

18 open to future changes should technologies emerge that present significantly 

19 superior AMI solutions to those curtently planned and they are in the early stages 

20 of their commercial AMI rollout. Moving forward, it is important for the 

21 Hawaiian Electric Companies' to have a communications network that will cost-

22 effectively support AMI and a Smart Grid. In addition, the Hawaiian Electric 

23 Companies plan to leverage mainland utilities' communication network planning 

24 activities, and interest to collaborate in this maimer has been expressed by 

The powerline carrier system was called TWACS from DCSl. 
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1 several California utilities. 

2 Q. Do you have any other comments on the Companies' consideration of possible 

3 AMI solutions? 

4 A. The Consumer Advocate has expressed a concem about the Companies' focus on 

5 Sensus AMI technology and the fact that the evaluations of other AMI 

6 technologies were done a few years ago. In addition, the Consumer Advocate 

7 notes that the Companies' 2005 "high level" analysis of Broadband-Over 

8 Powerline ("BPL") technology indicated a breakeven period of seven to eight 

9 years but that no detailed business case analysis was completed, in spite of a 

10 longer (13- to 20-year) payback period for the proposed AMI Project. 

11 BPL technology has enjoyed only limited commercial success and 

12 although the "high level" analysis (prepared by KEMA) indicated that the 

13 technology might have a six to seven year payback, the Hawaiian Electric 

14 Companies believe that this prediction was very optimistic and based on limited 

15 information, including the technical capabilities of BPL. Although a more 

16 detailed business case was not completed for BPL, the lack of commercial success 

17 indicates that this technology is no longer a major player in the AMI marketplace. 

18 Q. Given the continued development and evolution of technologies and the 

19 magnitude of the expenditures associated with the proposed project, does the 

20 record in the instant proceeding convincingly support the proposed solution? 

21 How do you address the Consumer Advocate's assertion that regulators' ability to 

22 definitively determine that any proposed AMI solution is the optimal solution is 

23 inhibited by utility companies' inability to provide a comprehensive business case, 

24 including comparative analysis of various alternatives. 
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1 A. AMI technologies and products are rapidly evolving and utilities have more field 

2 experience with a variety of AMI products, both hardware and software, including 

3 rollouts at major utilities. The marketplace is competitive and further 

4 distinguished by AMI vendors who have collaborative relationships and 

5 ownership in DA companies. Notable players include Landis & Gyr, Silver 

6 Spring Networks, Elster, Itron, Trilliant Networks and Sensus. Two of these firms 

7 (Silver Spring and Trilliant) are exclusively communication network firms who 

8 are essentially meter agnostic and work in close partnership with most of the 

9 meter manufacturers. 

10 Q. The Consumer Advocate has expressed a concem over the Companies' limited 

11 experience on Oahu with AMI technology. Are there measures in place to address 

12 this concem? 

13 A. The performance level of the AMI system is embedded in the Service Level 

14 Requirements ("SLRs") of the Sensus Agreement, providing some level of risk 

15 mitigation. System Acceptance Testing ("SAT"), provided for in the Sensus 

16 Agreement, provides some additional risk mitigation coverage. However, the 

17 SAT involves a limited population of meters. After SAT testing is completed, 

18 incremental testing on fielded meters would need to continue occurring to ensure 

19 that AMI network performance meets the SLRs in the Sensus Agreement. If 

20 major coverage problems are encountered, the meter deployment will be halted 

21 until the problem(s) are resolved. From a hardware perspective, if AMI meter 

22 failure rates exceed 2.5%) in a 12-month period during deployment, the Hawaiian 

23 Electric Companies will be released from their contractual requirement to 

24 purchase 90% of their AMI meters from Sensus. 
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1 Q. Are there any other concems regarding the projected costs associated with the 

2 proposed project? 

3 A. Yes. The Consumer Advocate contends that the Hawaiian Electric Companies' 

4 decision to abstain from using a bidding process does not cast a favorable light on 

5 the determination that the project costs are reasonable. The Hawaiian Electric 

6 Companies have provided substantial technical details and an AMI financial 

7 model which includes all the assumptions and cost estimates employed by the 

8 Hawaiian Electric Companies as well as the entire Sensus Agreement for review 

9 by the parties to this docket. 

10 Q. Given the above, what is your recommendation regarding the need for the 

11 Commission to fmd that the project costs are reasonable? 

12 A. As noted by the Consumer Advocate, the Companies prepared a detailed cost 

13 estimate based on available information and the executed Sensus Agreement, and 

14 developed B/C ratios to illustrate the extent to which the proposed AMI Project 

15 costs could be offset by quantifiable benefits. Some of these benefits reduce 

16 revenue requirements (i.e., meter reading, field services and meter capital 

17 savings) and others (i.e., meter accuracy gains and energy theft reductions) 

18 improve customer equity. Additional AMI benefits are described in 

19 Attachments 1 and 2 to the Companies' response to CA-IR-19. 

20 The Hawaiian Electric Companies are aware that projects should be as 

21 cost-effective in order to provide value to their customers. As stated in the instant 

22 Application, the Companies proposed an AMI project which provides benefits 

23 which offset a significant portion of the costs of the project. B/C ratios were 

24 calculated to clearly indicate how the quantifiable benefits compared to the 

25 estimated project costs (see Mr. Hignite's testimony, HECO T-3). Benefits were 
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1 restricted to those that were tangible and could be supported by available data and 

2 although the discounted B/C ratios indicate that costs exceed benefits, the 

3 Companies believe that future programs will provide other non-monetary benefits 

4 such as the increased utilization of renewable energy. 

5 Q. Please discuss the Companies' proposal to recover costs from their customers 

6 based on the number of meters. 

7 A. The Hawaiian Electric Companies have included estimated meter quantities, 

8 growth rates, and failure rates for each company's meter population in order to 

9 define meter costs. Other costs such as the MDMS costs are shared amongst the 

10 Hawaiian Electric Companies and allocated to each company based on customer 

11 counts as detailed in Mr. Hignite's testimony (HECO T-3). The AMI Project's 

12 incremental costs, net of benefits, are used to compute the incremental revenue 

13 requirements, which the Hawaiian Electric Companies propose to recover based 

14 on a per kWh surcharge based on forecasted sales for each company (see Exhibits 

15 21 and 22 in the instant Application). 

16 Q. Are there concerns by the other parties regarding cross subsidies amongst the 

17 three Hawaiian Electric Companies? 

18 A. No. Page 42 of the Consumer Advocate's direct testimony supports the use of a 

19 relatively simple approach to cost allocation but expresses some concems that 

20 arise when the AMI systems are integrated with OMS and CIS. Since the CIS is 

21 utilized by all three Companies, there is no Hawaiian Electric subsidy by MECO 

22 and HELCO. In contrast, integration with OMS is a concem of the Consumer 

23 Advocate due to the fact that HELCO and MECO do not have OMS systems yet. 

24 In the instant Application, the Hawaiian Electric Companies have not included 

25 any costs or benefits from integration with the OMS. The AMI system will 
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1 provide the ability to interface and support the OMS. In its present form, all three 

2 Companies would be able to receive and display outage and restoration alarms 

3 through the AMI system's web-based front-end software. No integration with an 

4 OMS is required. Since Hawaiian Electric already has an OMS system, future 

5 integration with Hawaiian Electric's OMS would be logical but is outside the 

6 scope of the instant Application. 

7 Q. Are the terms and conditions of the Sensus Agreement reasonable, prudent and in 

8 the public interest? 

9 A. Yes. The Hawaiian Electric Companies endeavored to include favorable terms 

10 and conditions in the Sensus Agreement through a detailed negotiating process 

11 with Sensus. The reasonableness of the Sensus Agreement is reflected in CA-T-1 

12 (pages 22-24), where the Consumer Advocate reiterates the various aspects of the 

13 Sensus Agreement and states that based on the review that the Consumer 

14 Advocate was able to conduct, the agreement appears to be generally reasonable. 

15 The relevant points in Exhibit 1 of the agreement are itemized by the Consumer 

16 Advocate as the basis for the determination that the agreement is reasonable. 

17 Q. Did the other Parties have specific concems about the Sensus Agreement? 

18 A. Yes. Although the Consumer Advocate expressed that the Sensus Agreement 

19 generally appears reasonable, the Consumer Advocate had certain questions. 

20 First, the Consumer Advocate noted that the integration of the Sensus-

21 owned RNI is not an item contracted under the Sensus Agreement. This 

22 observation is correct. However, the estimated cost for integration (including 

23 contingency) of the RNI is included in the Hawaiian Electric Companies' 

24 financial model and has not been overlooked. The Companies plan to address 

25 integration in a separate contract with the AMI vendor or more likely, through 
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1 the scope of work for the systems integrator. Mr. Hignite addresses integration 

2 costs and contingencies in HECO T-3. 

3 Second, the Consumer Advocate noted a difference between the 

4 "guaranteed" AMI network coverage (93%) in Exhibit E of the Sensus Agreement 

5 and slightly higher coverage levels (95% for Hawaiian Electric and 96% for both 

6 MECO and HELCO) in Exhibit D of the Sensus Agreement. The Companies 

7 confirm that the AMI vendor only guarantees network coverage to 93% of the 

8 AMI meters. Additional coverage beyond 93% will increase the cost and number 

9 of network devices that would need to be installed by the AMI vendor and/or the 

10 Hawaiian Electric Companies. These devices include additional TGBs, FRPs, or 

11 FNPs. 

12 

13 AMI INTEGRATION WITH OTHER SYSTEMS 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

OMS 

Q-

A. 

Has the Consumer Advocate raised issues in this docket with respect to the OMS? 

The Consumer Advocate expressed concems about the OMS and potential 

conflicts and redundancies between AMI and the OMS. In regard to OMS 

integration, the instant Application indicated that the AMI system will support the 

OMS system but no costs or benefits have been assigned to OMS functionality in 

the instant Application. The current OMS system employs an Interactive Voice 

Recognition (IVR) system to partially automate outage reporting. The AMI 

meters have built-in outage and restoration alarm event capture and forwarding 

that can be integrated into the OMS at some fiiture date. The AMI system can 

provide additional information that is not currently available through the OMS 
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1 system and this can be useful, especially to MECO and HELCO, which do not 

2 currently have OMS systems. OMS integration is further discussed by Mr. 

3 Hignite in HECO T-3. 

4 CIS 

5 Q. Has the Consumer Advocate raised issues in this docket with respect to the CIS? 

6 A. The Consumer Advocate expressed concerns about the CIS project and the 

7 interaction of the AMI with the CIS, given the current status of the CIS project. 

8 Details regarding CIS integration are provided by Mr. McMenamin in HECO T-4. 

9 Q. Page 26 of the Consumer Advocate's testimony reiterates the Consumer 

10 Advocate's concem about interfacing to the CIS and the argument that the 

11 expected value of the AMI Project will be less than projected if this interface is 

12 not successfully implemented. How have these concerns been addressed? 

13 A. In the near term, the delays in implementing a new CIS are not expected to impact 

14 the ability of the Hawaiian Electric Companies to achieve the savings associated 

15 with meter reading and field services labor reductions. The MDMS will be 

16 interfaced to the existing legacy CIS while new CIS options are designed and 

17 implemented. This issue is further addressed by Mr. McMenamin in HECO T-4. 

18 In addition, the benefits from improved meter accuracy will occur immediately 

19 upon installation of the AMI meters and the revenue protection module within the 

20 MDMS will support the reduction in electricity theft, as further discussed by Mr. 

21 Hignite in HECO T-3. 

22 

23 INFORMATION SECURITY 

24 Q. How do the Hawaiian Electric Companies plan to protect customer related data? 
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1 A. In other dockets, the Consumer Advocate has discussed the need to take the 

2 appropriate measures to protect customer related data. The Consumer 

3 Advocate's testimony indicates that adequate measures are in place based on 

4 information presented by the Hawaiian Electric Companies in the instant 

5 Application. The Hawaiian Electric Companies participate in the Security 

6 Committee of the Utilities Telecom Council's Smart Networks Council (SNC) as 

7 well as the Sensus FlexNet Users Group Security Committee. In addition, the 

8 Companies have a dedicated Information Assurance (IA) Director who is tasked 

9 with developing cyber-security plans and addressing all matters in this subject 

10 area. The Hawaiian Electric Companies approach information security very 

11 seriously and significant efforts are underway in this regard. 

12 

13 CONCLUSION 

14 Q. Could you please summarize your testimony? 

15 A. The Hawaiian Electric Companies have proposed an AMI system that provides a 

16 platform for developing programs which give customers increased flexibihty and 

17 satisfaction while empowering them to make wise energy choices, and also 

18 provides quantifiable operational benefits that offset project costs. Although the 

19 discounted B/C ratio is conservatively estimated at less than imity, indicating that 

20 the proposed AMI Project has costs exceeding its benefits, additional benefits that 

21 are more difficult to quantify can also be attributed to the AMI Project, 

22 particularly those that are generated by future programs that are yet to be 

23 implemented. Without AMI, these fiiture programs will not materialize. 

24 From a technology perspective, a rapid evolution is taking place. The 
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1 Hawaiian Electric Companies have started to develop Smart Grid roadmaps for 

2 each company and AMI will be an essential part of these roadmaps. From its 

3 initial inception, the AMI Project's potential has grown beyond simple metering to 

4 a foundational technology that supports the Smart Grid by providing data from 

5 nearly every one of the Hawaiian Electric Companies' customers and from the 

6 grid itself while enabling two-way communications that will be important for grid 

7 control functionality in the future. 

8 The Consumer Advocate and other entities (Hawaii Renewable Energy 

9 Association, Hawaii Solar Energy Association, Life of the Land, and the National 

10 Regulatory Research Institute) have provided valuable comments and discussion 

11 on various aspects of the Hawaiian Electric Companies' proposed AMI Project, 

12 including the selection of an optimal AMI system and the realization that AMI is 

13 part of a "large Smart Grid construct" (see page 9 of HREA-T-1). The Smart Grid 

14 roadmap will take many years to navigate and the support of the Commission and 

15 the parties to this Docket is needed in order to achieve success. 

16 Q. Does this conclude your testimony? 

17 A. Yes it does. 
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1 INTRODUCTION 

2 Q. Please state your name and business address. 

3 A. My name is Andy Hignite and my business address is 820 Ward Avenue, 

4 Honolulu, Hawaii. 

5 Q. By whom are you employed and in what capacity? 

6 A. I am the Advanced Metering Infrastructure ("AMI") Project Manager for 

7 Hawaiian Electric Company, Inc. ("Hawaiian Electric" or the "Company"). 

8 Q. Please state your professional experience and educational background. 

9 A. My experience and educational background are provided in HECO-300. 

10 Q. What is the scope of your testimony in this proceeding? 

11 A. I will discuss the perspectives of Hawaiian Electric, Hawaii Electric Light 

12 Company, Inc. ("HELCO") and Maui Electric Company, Limited ("MECO") 

13 (collectively, the "Hawaiian Electric Companies" or "Companies") regarding the 

14 Cost-Benefit Analysis for the Companies' proposed AMI Project. 

15 AMI MODEL 

16 Q. How were the AMI Project costs and benefits estimated? 

17 A. The Companies' cost estimates were developed by gathering and evaluating 

18 information from vendors, consultants, pending contracts and historical 

19 experience. 

20 Q. How are the estimated costs and benefits documented and presented? 

21 A. The estimated costs and benefits are documented within the AMI model, 

22 provided as Attachment 1 to the response to CA-IR-2 ("AMI Model"). The AMI 
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1 Model narrative, provided as Attachment 2 to the response to CA-IR-2 ("AMI 

2 Model Narrative"); explains the calculations within the AMI Model. 

3 Q. What AMI Project benefits were identified and quantified for consideration in 

4 the AMI Model? 

5 A. Table 12 of Attachment 1 to the Companies' response to CA-IR-35 presents all 

6 of the benefits that the Companies have been able to quantify. These 

7 quantifiable benefits are calculated within the AMI Model. The AMI Model and 

8 AMI Model Narrative present these benefits within the following sections: 

9 Meter Hardware Benefits- Section VIII 

10 (Includes Theft and Meter Accuracy Benefits) 

11 Meter Reading Benefits - Section DC 

12 Field Service Benefits - Section X 

13 Ratepayer Benefits - Section Xm 

14 It is expected that the AMI system will facilitate other benefits by providing a 

15 platform for additional technologies. However, the Companies are not able to 

16 specifically quantify other benefits at this time. For full realization of potential 

17 future benefits, additional investment will be required. As such, subsequent 

18 Commission applications would be required to address the potential costs and 

19 benefits of these investments. 

20 Q. Can the parties evaluate the sensitivity and impacts in variations pertaining to the 

21 estimated costs, benefits and other assumptions for the AMI Project, to ensure 

22 that the risks of potential deviations are appropriately addressed? 
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1 A. Adjustments can be made to the input assumptions to perform sensitivity 

2 analyses within the AMI Model to ensure that the risks of potential deviations 

3 are appropriately addressed. 

4 Q. Can adjustments to the input assumptions be made to the AMI Model as 

5 delivered in the response to CA-IR-2? 

6 A. The AMI Model as delivered in the response to CA-IR-2 was an effort to enable 

7 the parties to this proceeding to fully review all aspects of the Companies' AMI 

8 Model. The AMI Model was delivered in "read only" mode to prevent an 

9 inadvertent alteration of the originally delivered file. The parties had full 

10 capability to open the AMI Model (using Microsoft Excel); view all portions of 

11 the file; make alterations as desired; and save the various scenarios to new files. 

12 In an effort to reduce the confusion that occurred by submitting the AMI Model 

13 in read-only format, the Companies will re-subnut the AMI Model without 

14 limitations subject to the protective order filed April 15, 2009 within this docket. 

15 PROJECT COSTS 

16 Q. What is the estimated cost of the proposed AMI Project? 

17 A. The updated total estimated AMI Project cost is $115 million. This total 

18 represents allocations to Hawaiian Electric, HELCO and MECO of $73.7, $22.2 

19 and $19.1 million, respectively. The estimated costs are divided into four cost 

20 categories (Meter Data Management, AMI Network, AMI Meters and Project 

21 Management). A detailed allocation of the proposed costs was submitted in 

22 Tables 1 through 11 of Attachment 1 to the Companies' response to CA-IR-35 in 
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1 the instant docket. 

2 Q. Have any estimated costs changed within the AMI Model since the submittal of 

3 the Companies' response to CA-IR-35? 

4 A. No. The estimated costs included in the AMI Model are the most current 

5 estimated costs. 

6 Q. The project's cost has increased by approximately $5 million (to approximately 

7 $ 115 million) since the initial submittal of the Companies' AMI Application. 

8 Was this increase due to inaccuracies within the Companies' original 

9 assumptions? 

10 A. No, the cost increase did not occur as a result of any inaccuracies within the 

11 Companies original assumptions. The AMI Project's cost increase of 

12 approximately $5 million is due mainly to the expansion of the project's 

13 proposed meter replacement (as explained in part d of the Companies' response 

14 to CA-IR-1). Other minor project changes were also implemented. All project 

15 changes are described in the Companies' response in this docket to CA-IR-35. 

16 Q. Is there a risk that the AMI Project will actually end up costing more than $115 

17 million? 

18 A. As in any project, there is a risk of cost overmns wilh respect to the AMI Project. 

19 In order to prevent such potential overmns, the Companies performed 

20 considerable due diligence in establishing the project's cost estimates and 

21 performing risk mitigation. The AMI Model and the AMI Model Narrative 

22 detail and evaluate all estimated costs. 
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1 Q. Do the costs presented in the AMI Model represent the cost of an AMI system 

2 providing 100% network coverage? 

3 A. No, the costs in the AMI Model only represent the costs associated with the 

4 Sensus contractual guarantee network coverage to 93% of the AMI meters. (Mr. 

5 Fetherland's testimony in HECO T-1 discusses AMI Network Coverage.) 

6 Q. Did the Companies model additional costs specifically to cover potential 

7 problems with the network performance and coverage? 

8 A. No. As described in the Companies'response to CA-IR-16, part d.2., the 

9 Companies selected an operating lease for the AMI Network. This approach 

10 mitigates the Companies' risk with respect to network performance and 

11 coverage. 

12 Q. Did the Companies model any other costs which may have not been directly 

13 recognized and/or quantified with the AMI Model? 

14 A. Yes, the Companies included a "General Contingency" cost multiplier of 10% 

15 within the AMI Model costs. 

16 Q. Did the Companies attribute a higher level of risk to the Meter Data Management 

17 System ("MDMS") than to the rest of the AMI Project? 

18 A. Yes. Even with the diligence that the Companies put into the MDMS cost 

19 estimate, the Companies expect that the selection, development and 

20 implementation of the MDMS will be the highest potential risk component of the 

21 AMI Project. 

22 Q. Was this 10% general contingency applied to all estimated costs? 
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1 A. No. The Companies assumed that the MDMS would entail a higher risk of cost 

2 overruns; therefore, the 10% general contingency was not applied to the MDMS 

3 estimated costs. 

4 Q. Did the Companies take any affirmative action within the MDMS cost estimate 

5 to mitigate these expected higher risks pertaining to the implementation of the 

6 MDMS? 

7 A. Yes, the Companies replaced the General Contingency (10%) multipUer with a 

8 "Higher Level Contingency" (20%) multiplier for all the estimated MDMS costs. 

9 Q. Since the MDMS and its vendor have not yet been selected, is it possible that the 

10 costs will increase due to conditions that place upward pressure on the final cost 

11 of the MDMS? Is it possible that a vendor might quote a lower price in order to 

12 secure a contract, but then, through subsequent change orders or other means, 

13 increase the cost such that the final cost of the AMI Project will be higher than 

14 projected? 

15 A. The Companies plan to control these risks by performing a comprehensive 

16 MDMS vendor RFP process. The MDMS RFP will identify all of the 

17 Companies' MDMS requirements. Efforts will be taken in the development of 

18 the RFP, selection of the systems and consultants, and in the management of the 

19 development and implementation to minimize changes in scope, which could 

20 lead to cost overruns. 

21 Q. How accurate are the Companies' MDMS cost estimates? 
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1 A. In recognition of the Companies' limited experience in estimating MDMS cost 

2 assumptions, the Companies utilized a number of resources to maximize the 

3 accuracy of their assumptions. The following resources were utilized in the 

4 development of these assumptions: 

5 o Hawaiian Electric's Information Technology & Services ("ITS"); 

6 o an experienced MDMS expert consultant (Enspiria Solutions); 

7 o the Hawaiian Electric Companies' Customer Information System ("CIS") 

8 integrator (Bass); and 

9 o input from a typical MDMS vendor (Itron). 

10 The Companies utilized an iterative process to assemble input from all these 

11 sources into a comprehensive cost estimate. The result of the estimate is 

12 presented within Section V of the AMI Model. 

13 Q. How were the MDMS cost estimates classified? 

14 A. The MDMS is classified as a major software development project in excess of 

15 $500,000. Accordingly, the MDMS costs were classified per the "Accounting 

16 for the Costs of Computer Software Developed or Obtained for Internal Use" 

17 memo as Expensed, Deferred or Capitalized. The breakdown of these estimated 

18 costs is presented in Section V of the AMI Model. The AMI Model Narrative 

19 explains the breakdown of these estimated costs and the related MDMS 

20 calculations. 

21 Q. Could there be other costs that may not have been quantified? 
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1 A. Considerable time was expended in developing the AMI Model and AMI Model 

2 Narrative in order to identify, quantify and document all significant AMI Project 

3 expenses. As in any model, there may be additional costs that have not been 

4 addressed explicitly in the AMI Model. 

5 Q. If it is impractical to expect that every cost can be specifically identified, how 

6 were potentially unidentified costs addressed? 

7 A. To address costs that may have not been specifically recognized within the AMI 

8 Model, the Companies applied a contingency cost premium (general contingency 

9 or high level contingency) on all of the estimated costs. The applications of the 

10 contingency costs are described above. 

11 

12 COST IMPACTS OF SYSTEMS INTEGRATION 

13 Q. Do the Companies plan to use a System Integrator ("SI") for the MDMS project? 

14 A. Yes. 

15 Q. How did the Companies develop the cost estimations for the SI? 

16 A. The cost estimations for the SI were developed within the same iterative process 

17 that was used to develop all the estimated MDMS costs. 

18 Q. Has the SI been selected? 

19 A. No. 

20 Q. What process will be utilized to select the SI? 

21 A. The SI will be selected using the same RFP process used to select the MDMS 

22 vendor and system. 
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1 Q. How are concerns of potential costs overmns related to the SI addressed? 

2 A. The RFP process will attempt to clearly identify the full scope of the SFs 

3 responsibility. Even with this level of diligence, it is possible that a scope 

4 change could be required which could potentially increase the cost of the SI. To 

5 mitigate this risk, the Companies included a 25% risk premium on all the 

6 estimated SI costs. 

7 Q. Are there certain benefits to the proposed AMI system that can only be achieved 

8 with the successful interface with other systems, such as the CIS? Without those 

9 other systems in place or interfaces that work correctiy, is the expected value of 

10 the AMI project will be less than projected? 

11 A. The interfacing of the Regional Network Interface ("RNI") and the MDMS is 

12 critical to the implementation of the AMI Project. As a result, all of the 

13 interfacing efforts have been estimated within the AMI Model and these costs are 

14 detailed in Section V of the AMI Model and the AMI Model Nanative. The 

15 AMI system must be integrated with an operational CIS to fully realize the AMI 

16 Project's quantified benefits. Integration with the Companies' curtent CIS (CB-

17 ACCESS) can achieve all of the AMI Project's currentiy quantified benefits 

18 without reducing the quantified expected value of the AMI Project. Additional 

19 interfacing and CIS capabilities may be required to fiilly achieve all potential 

20 future benefits. (Mr. McMenamin provides further clarification pertaining to the 

21 integration plan and options in HECO T-4.) 
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1 Q. Is it possible that additional costs might be incurred to integrate Hawaiian 

2 Electric's OMS with the AMI system? 

3 A. As noted in the Companies' response to CA-IR-13, part c, the Sensus FlexNet 

4 System and the MDMS software products continue to evolve and cunent OMS 

5 support is limited. Custom interfaces will be required to fully achieve the 

6 desired AMI/OMS synergy. Hawaiian Electric's current OMS version is not 

7 fully AMI-compliant; therefore, an OMS upgrade may be required to fully 

8 achieve the potential AMI/OMS benefits. Further evaluation is required to fully 

9 quantify the costs, benefits and risks associated with the AMI system's support 

10 of the OMS. As a result, there would be additional costs incurred to integrate 

11 Hawaiian Electric's OMS with the AMI system. 

12 Q. Is recovery of the additional OMS-AMI integration costs being requested under 

13 the Companies' Application in this docket? 

14 A. No. The additional costs that would be incurred to integrate Hawaiian Electric's 

15 OMS with the AMI system are not requested under the Companies' Application 

16 in this docket. Further planning and analysis is required to ensure that the costs 

17 and benefits justify the integration of the AMI system with the OMS. If the 

18 Companies determine that the integration of Hawaiian Electric's OMS with the 

19 AMI system is justified, a separate application for those activities will be filed. 

20 Q. Would costs pertaining to the integration of the Hawaiian Electric's OMS with 

21 the AMI system be allocated to HELCO's or MECO's customers? 
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1 A. The Companies do not expect that integration of Hawaiian Electric's OMS with 

2 the AMI system would provide any benefits to HELCO's or MECO's customers. 

3 As such, it is not expected that any of those potential future costs would be 

4 allocated to those customers. 

5 Q. Is it possible that the AMI system and the OMS might provide redundant 

6 functions? 

7 A. As explained in part a of the Companies' response to CA-IR-13, the OMS tracks, 

8 records and reports metrics on all phases of an outage. An AMI system and the 

9 OMS do not have redundant functions. Rather, an AMI system enhances the 

10 capability of the OMS by providing quicker and more accurate information 

11 delivery and access. 

12 Q. Is it possible that the AMI system and the OMS might not be able to interface 

13 and work in a synergistic fashion? 

14 A. It is anticipated that the OMS and AMI system can work together in a synergistic 

15 fashion and provide additional functionality that exceeds the present capabilities 

16 of the OMS. 

17 AMIBENEFFFS 

18 Q. What are the estimated quantified benefits of the proposed AMI Project during 

19 the proposed period of deployment (2010-2015)? 

20 A. The updated estimate of the AMI Project's total quantifiable benefits is $36.0 

21 million during the proposed period of deployment (2010-2015). This total 

22 represents estimated quantifiable benefits to Hawaiian Electric, HELCO and 
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1 MECO of $31.0, $1.6 and $3.4 million, respectively. The estimated quantifiable 

2 benefits are divided into five categories (Meter Reading Savings, Field Service 

3 Savings, Theft of Electricity Savings, Accuracy of Meter Savings and Meter 

4 Capital Savings). A detailed allocation of the estimated, quantifiable benefits 

5 was submitted in Table 12 of Attachment 1 to the Companies' response to CA-

6 IR-35. 

7 Q. Do the estimated, quantified benefits of the proposed AMI Project of $36.0 

8 million represent all of the quantified benefits expected to be realized over the 

9 life of the Companies' AMI system? 

10 A. No, the estimated quantified benefits of $36.0 million for the AMI project only 

11 represent the quantified benefits expected to be realized through the 

12 implementation of the project (2010 through 2015). It is estimated that the final 

13 phase of the project implementation (HELCO's meter installation) will be 

14 completed by the end of 2015. 

15 Q. Will the quantifiable AMI benefits continue beyond the end of the AMI Project's 

16 implementation? 

17 A. Yes. The quantifiable AMI benefits will continue beyond the end of the 

18 project's implementation. 

19 Q. What are the estimated quantifiable benefits of the AMI Project for the 20-year 

20 period from 2010 through 2029? 

21 A. The AMI Project's total 20-year quantifiable benefits (2010 through 2029) 

22 amount to $278 million. This total represents estimated quantifiable benefits to 
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1 Hawaiian Electric, HELCO and MECO of $183.8, $48.1 and $46.1 million, 

2 respectively. Over this same time period, the estimated project costs amount to 

3 $222.5 million. This total represents estimated project costs to Hawaiian 

4 Electric, HELCO and MECO of $133.1, $48.7 and $40.6 million, respectively. 

5 Q. Have any estimated benefits changed within the AMI Model since its submittal 

6 response to CA-IR-2? 

7 A. No. The estimated benefits included in the AMI Model as submitted within the 

8 response to CA-IR-2 are the most current estimated costs. 

9 Q. Did the Companies estimate benefits due to meter accuracy gains? 

10 A. Yes. The Companies' estimated that there would be meter accuracy gains equal 

11 to approximately 0.4% of the Companies' residential sales. Section Vni.D. 1 .b 

12 of the instant Application describes the Companies' anticipated benefits 

13 attributable to the persistent accuracy of the AMI meters 

14 Q. Are the underlying assumptions related to the average level of inaccurate 

15 readings per meter being skewed towards slow meters justified? 

16 A. Yes. Exhibit 16 of the instant Application describes the Companies' anticipated 

17 benefits attributable to the meter accuracy gains. The Companies performed a 

18 detailed analysis and testing of approximately 500 meters within their service 

19 territories. The analysis compared the accuracy of the new AMI meters with the 

20 accuracy of the Companies' current meter base. 
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1 Q. Are the estimated quantified benefits related to meter accuracy gains achievable 

2 without the CIS that is the subject of Docket No. 04-0268 without additional 

3 work? 

4 A. Yes. Meter Accuracy benefits will be immediately recognized upon the 

5 replacement of the old meters with the new AMI meters. This benefit can be 

6 realized without the CIS. All estimated costs pertaining to achieving the meter 

7 accuracy gains are included within the Companies' Application in this docket. 

8 Q. How were the estimated benefits pertaining to the meter accuracy gains 

9 calculated? 

10 A. Section XI.C of the AMI Model and the AMI Model Narrative document and 

11 describe the assumptions and calculations pertaining to the meter accuracy gains. 

12 Q. Did the Companies estimate an increase in energy theft recovery? 

13 A. Yes. The Companies' estimated that there would be an increase in energy theft 

14 recovery equal to approximately 0.14% of the revenues recorded by the replaced 

15 meters. Section VIII.D.l.c of the instant Application describes the Companies' 

16 anticipated benefits attributable to the greater energy theft recovery. 

17 Q. Is the basis for the belief that such levels of energy theft to exist in Hawaii 

18 justified? 

19 A. Energy theft occurs in Hawaii, as in other locations. The Companies utilized the 

20 best available information to formulate the estimated energy theft basis within 

21 their territories. The worksheet showing the calculation for the Companies' 

22 energy theft basis was provided as Exhibit 17 to the instant Application. The 
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1 Companies have no available information indicating that energy theft basis in 

2 Hawaii differs from the theft basis represented in their estimate. 

3 Q. Are the estimated quantified benefits related to energy theft recovery achievable 

4 without the CIS that is the subject of Docket No. 04-0268 without additional 

5 work? 

6 A. Yes. Improved energy theft recovery will be enabled by the new MDMS as soon 

7 as the new AMI meters are installed and the Phase I of the MDMS installation is 

8 complete. AMI meters automatically transmit power failure and tamper alarms 

9 to the MDMS for analysis. The MDMS will be able to independentiy perform 

10 advanced energy theft detection without any additional assistance from the CIS. 

11 This benefit can be realized without the CIS. All estimated costs pertaining to 

12 achieving the meter accuracy gains are included within the Companies' 

13 Application in this docket. 

14 Q. How were the estimated benefits pertaining to the energy theft recovery gains 

15 calculated? 

16 A. Section XI.D. 1 of the AMI Model and the AMI Model Narrative document and 

17 describe the assumptions and calculations pertaining to the energy theft recovery. 

18 Q. The Companies state that the AMI Project will result in meter capital savings. Is 

19 the characterization of the estimated meter capital savings as savings correct? 

20 A. Yes. The meter capital savings represent estimated meter capital hardware 

21 purchases and installation costs that would be incurted in the normal operation 

22 and maintenance of the system in the absence of full deployment of the AMI 



HECO T-3 
DOCKET NO. 2008-0303 
PAGE 16 OF 20 

1 meters. These normal meter exchanges include replacement of failed meters and 

2 new meter installations. New meters are typically installed for new customers 

3 and existing customers with new, special metering requirements such as time-of-

4 use or net energy metering requirements. 

5 Q. How were the estimated meter capital savings calculated? 

6 A. Section VIII of the AMI Model and the AMI Model Narrative document and 

7 describe the assumptions and calculations pertaining to the meter capital savings. 

8 Q. Did the Companies conduct scenario analyses that included the cost differential 

9 between the purchase and installation of AMI and non-AMI meters in that type 

10 of model? 

11 A. No. The full cost of the AMI meters is already recognized within the 

12 deployment costs of the new meters. This savings estimate does not compare the 

13 costs associated with the installation of an individual AMI meter against the cost 

14 associated with the installation of an individual non-AMI meter. Rather, it 

15 represents non-AMI meter costs that will be avoided as a result of the 

16 implementation of the AMI Project. Section II of the AMI Model and the AMI 

17 Model Narrative document and describe the AMI meter installation costs. 

18 Q. Did the Companies estimate that there would be benefits due to savings in meter 

19 reading costs? 

20 A. Yes. The Companies estimated that there would be benefits due to savings in 

21 meter reading costs. Section VHI.D.l.a of the instant Application and the 
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1 Companies' response to CA-IR-6 describe the Companies' anticipated benefits 

2 due to savings in meter reading costs. 

3 Q. Did the Companies anticipate a reduction in the meter reader head count? 

4 A. Yes. The anticipated reductions in the meter reader head count for HECO, 

5 HELCO and MECO are 26, 8 and 6, respectively. Attachment 1 to the response 

6 to CA-IR-6 shows this anticipated meter reader head count reduction. 

7 Q. How were the estimated benefits due to savings in meter reading costs 

8 calculated? 

9 A. Section DC of the AMI Model and the AMI Model narrative document and 

10 describe the assumptions and calculations pertaining to the estimated benefits 

11 due to savings in meter reading costs. 

12 Q. Did the Companies estimate that there would be benefits due to savings in field 

13 service costs? 

14 A. Yes. The Companies' estimated that there would be benefits due to savings in 

15 field service costs. Section VHI.D.l.a of the instant Application and the 

16 response to CA-IR-5 describe the Companies' anticipated benefits due to savings 

17 in field service costs. 

18 Q. Did the Companies anticipate a reduction in the field service head count? 

19 A. Yes. The anticipated reductions in the field service head count for HECO, 

20 HELCO and MECO are 8, 4 and 2, respectively. Section X.E.3 of the AMI 

21 Model shows this anticipated meter field service head count reduction. 

22 Q. How were the estimated benefits due to savings in field service costs calculated? 
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1 A. Section X of the AMI Model and the AMI Model Narrative document and 

2 describe the assumptions and calculations pertaining to the estimated benefits 

3 due to savings in field service costs. 

4 BENEFFF-COST RATIO 

5 Q. What are the estimated payback period and the discounted and non-discounted 

6 benefits-to-cost ("B/C") ratios for the proposed AMI Project? 

7 A. The Companies' computed discounted and non-discounted B/C Ratios for the 

8 AMI Project are provided in the table below. The simple payback periods for 

9 Hawaiian Electric, MECO, and HELCO are estimated to be 13, 17 and 20 years, 

10 respectively. Future programs that are enabled by AMI such as Demand 

11 Response will improve these estimated B/C ratios. 

12 

Hawaiian Electric 

HELCO 

MECO 

*" AMI Benefit Cost Evaluation 

^̂ ' B/C Ratio 
Discounted 

0) 

(i) 

(i) 

0.94 

0.71 

0.81 

^̂^ B/C Ratio Non-
Discounted 
1.42 

1.00 

1.17 

(1) 

(2) 

(3) 

B/C Ratio Analysis using the Estimated Costs and the Estimated Quantifiable Benefits for 
the AMI Project for the years 2010 through 2029 from the AMI Model. 

A discount rate of 8.62% was used for this analysis. 

AMI Model, Section Xni.D.3. 
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1 Q. Does Attachment 1 to the Companies' response to CA-IR-3 to this docket 

2 contain a typographical error listing two B/C Ratio entries for HELCO and no 

3 entry for MECO? 

4 A. Yes. The corrected table is shown above. 

5 Q. In the Companies' response in this docket to CA-IR-3, the B/C information listed 

6 within part a. of the response did not match the information contained in 

7 Attachment 1 to the response. Is the B/C information listed within part a. of the 

8 Companies' response in this docket to CA-IR-3 correct? 

9 A. No. The B/C information listed within the part a. of that response was incorrect. 

10 The information contained within the Attachment 1 of the response was correct 

11 (with the exception of the typographical ertor noted above). The information 

12 listed within the part a. should have stated: 

13 The Companies' estimate of quantifiable costs andbenefits 
14 indicate that the AMI Project has a non-discounted Benefit/Cost 
15 Ratio of 1.42 for HECO, 1.17 for MECO. and 1.00 for HELCO. 
16 ... The Companies' estimate of quantifiable costs and benefits 
17 indicate that the AMI Project has a discounted Benefit/Cost Ratio 
18 of 0.94 for HECO, O.SlforMECO, and 0.71 for HELCO. 
19 
20 SUMMARY 

21 Q. Please summarize your testimony. 

22 A. The Companies developed and presented a detailed AMI Model in the instant 

23 Application to illustrate the relative viability of the AMI Project, using estimates 

24 of costs and quantifiable benefits. Additional benefits have not been quantified; 

25 however, additional intangible benefits that have not been quantified are 

26 expected to occur in the future due to implementation of the AMI Project. 
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1 Q. Does this conclude your testimony? 

2 A. Yes it does. 
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ACCOUNTING FOR THE COSTS OF COMPUTER SOFTWARE DEVELOPED 
OR OBTAINED FOR INTERNAL USE 

(Updated as of April 1. 2006) 

Introduction 
The following guidelines are provided to assist in the accounting for computer hardware and software 
costs (acquired. interr\atly developed, or modified solely to meet the er^tily's needsV This is not meant to 
be all-lnclusjve, however we will continue to add or revise the information below, as needed, to provide 
additional clarification. Questions with respect to these guidelines should be addressed to the Controller 
or Director of Corporate and Property Accounting. 

As a genera) rule, the costs of computer software, including applicable labor to install the softvrare, and 
ongoing maintenance are generally charged to the appropriate functional operation and maintenance 
(O&M) expense account(s), i.e. exp9r)sqd as incurred, based on the benefiting organization unless: 

1. Deferrable software costs have been identified in accordance with applicable accounting 
standards AND approval has been obtained from the PUC allowing the Company to defer those 
costs, 

2. The computer software is an operating system-type (e.g.. Windows XP) software needed to 
render the new computer hardware "used or useful". 

3. Specific overhead costs allowed to be applied to deferrable software costs, 
4. AFUDC on deferrable software costs. 

Costs for software development projects less than $500K would generally be expensed as incurred. (The 
$500K threshold refers to the amount of costs that would be deferred during the application development 
stage described belovkf. It does nol refer to the total costs that would be incurred during all three project 
stages described below.) Please notify the Controller or Director of Corporate and Property Accounting of 
projects that are less than S500K that will be expensed. 

Accounting for Computer Software Guidelines 
The costs of softvrare upgrades and enhancements that do not provide additional functionality to the 
existing software (i.e., modifications to the existing software that would enable the software to perform 
tasks that it was previously incapable of performing) should be charged to the appropriate functional O&M 
expense account(s). i.e. expensed as incun-ed. based on the benefiting organization. 

Software that is acquired, internally developed, or modified solely to meet the entity's needs should 
adhere to the guidance set forth below. In general, software development can be segregated into three 
stages as follows (also summarized in Exhibit 1): 

• Preliminary Project Stage. This stage includes conceptual formulation of software 
alternatives, evaluation of the alternatives, determination of the existence of needed 
technology, and final selection of alternatives. Internal and external costs incurred during this 
stage should be charged as incurred to the appropriate fijnclional O&M expense accounl(s). 
based on the benefiting organization, i.e. expended as incurred. 

• Application Development Stage. This stage includes the design of a chosen path, including 
software configuration and software interface, coding, software installation, and testing, 
including parallel processing. Certain internal and external costs incurred during this stage 
should be deferred, including costs lo develop or obtain softwrare that allows for access of old 
data by new systems. Certain applicable overhead and AFUDC costs on the deferrable 
software costs is also deferred. 

The process of data conversion from old to new systems may include purging or cleansing of 
existing data, reconciliation or balancing of the old data and the old/new system, creation of 
new/additional data, and conversion of old data to the new system. Data conversion often 
occurs during the Application Development Stage; however, data conversion costs, other 
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• 

ACCOUNTING FOR THE COSTS OF COMPUTER SOFTWARE DEVELOPED 
OR OBTAINED FOR INTERNAL USE 

" " (Updated as of April 1; 2006) " " 

than the costs to develop or obtain software that allows for access of old data by new 
systems, should b^ charged as incurred to the appropriate functional O&M expense 
accounl(s), based on the benelitlng organization, i.e. expensed ag incurred-

• Post-lmPlementatiori/OperatidnSlaQe. This stage Includes training and application 
maintenance. Internal and external costs incurred during this stage should be charged as 
Incurred to the appropriate functional O&M expense accountfs), based on the benefiting 
organization, i.e. expensed as incurred. 

Further, costs of activities typically associated writh business process reengineering should be charged as 
incurred to the appropriate functional O&M expense 3cc6unt(s), based on the benefiting organization, i.e. 
expensed as ipcurred. Note that these activities can occur during any stage above. Examples indude 
the following; 

• Preparation of a request for proposal 

• Current state assessment - The process of documenting the entity's cuirent business 
process, except as it relates to current software structure. Often referred to as tnappmg, 
devefoping an "as-is" baseline, flow chaiiing. and determining current business process 
structure. 

• Process reengineering - The effort to reengineer the entity's business process to increase 
efficiency and effectiveness. This activity Is sometimes referred lo as analysis, determining 
"best'in-class." proWperfarmanca Innprovement development, and developing 'should-be ' 
processes. 

• Restructuring the work force - The effort to determine what employee is necessary. 

Accounting for Computer Hardware Guidelines: . . 
Any computer hardware costs incurred relative to the development or acquisition of softvrare should be 
capitalized following existing Company policies and procedures. Computer operating system softvrare 
which Is acquired in connection with new hardware should be capitalized together with the hardware 
under ihe basis that the operating system is needed to deem the hardware 'used or useful'. 
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ACCOUNTING FOR THE COSTS OF COMPUTER SOFTWARE DEVELOPED 
OROkTAINED FOR INTERNAL USE 

^' (Updated as ofApril 1.2006) 

Exhibit 1 

The following table sets forth the accounting for typical components of a software development project 
based on whether the item should be expensed, deferred, or capitalized. Please note that some of the 
activities listed below may occur in multiple stages. 

IntopialorThird Party 
Step? Expensed Deferred Cayl̂ a^Uncd 

Business process reengineering and 
information technology transformation 
[these activities primarily occur, but not 
limited to, prior to prellrrilnary project stage): 

Preparation of request for proposal (RFP) 
Current state assessment {i.e., mapping, 
developing an "as-is" baseline, flow charting 
determining current business process 
structure.) 
Process reengineering {i.e., analysis, 
determining "best-ln-class,"profit/ 
performance Improvement development, 
deyeloping "should-tje"processes.) 
Restructuring yyork force 

Preliminary software project stage activities: 
Conceptual forrnulatignof alternatives 
Evaluation of allernatives 
Determination of existence of needed 
techriqlogy 
Final selection of alternatives 
Examples of the preliminary project stage 
include: 

• Strategic decisions to allocate 
resources between alternative 
projects at a given point in time 
(e.g., should programmers develop 
a new payroll system or direct their 
efforts toward correcting existing 
problems in an operating payroll 
system?) 

• Determine the performance 
requirements (i.e., what the 
software needs to do) and systems 
requirements for the project 

• invite vendors to perform 
demonstraWons of how their 
software will fulfill an entity's needs 

• Explore alternative means of 
achieving specified performance 
requirements {e.g.j_shouid an entity 
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ACCOUNTING FOR THE COSTS OF COMPUTER SOFTWARE DEVELOPED 
OR OBTAINED FOR INTERNAL USE 

(Updated as ofApril 1, 2006) 

St^DS 

make or buy the software? Should 
the software run on a mainframe or 
a client server system?) 

• Determine that the technology 
needed to achieve performance 
requirements exists 

• Select a vendor if an entity chooses 
to obtain software 

• Select a consultant to assist in the 
development or installation of the 
software 

Application development stage activities: 
Design of cfwsen path. Including software 
configuration and software interface 
Coding 
Installation to hardware 
Testing, including parallel processing phase 
Data conversion costs: 

a. Costs to develop or obtain softwrare 
that allovtrs for access of old data by 
new system 
b. Process of converting data from old 
to new systems (e.g.. purging or 
cleansing of existing data), 
reconciliation or balancing of the old 
data and Ihe new data in the new 
system, creation of new/additional data, 
and conversion of the old data to the 
new system. 

Traininq 

Post-implementation/ operation stage 
activities: 

Training 
Application maintenance 
Onqoinf] support 

Acquisition of fixed assets: 
Purchase of hardware, office furniture, or 
work stations, including operating system 
Reconfiguration of work area - architect fees 
and hard construction costs 

(nternat or Third Partv f 
Expensed 

X 

X 

X 
X 
X 

Deferred 

X 

X 
X 
X 
X. 

Capitalized 

X 

X 
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1 INTRODUCTION 

2 Q. Please state your name and business address. 

3 A. My name is Steve McMenamin and my business address is 900 Richards Street, 

4 Honolulu, Hawaii. 

5 Q. By whom are you employed and in what capacity? 

6 A. I am the acting Chief Information Officer of Hawaiian Electric Company, Inc. 

7 ("Hawaiian Electric" or the "Company")- My experience and educational 

8 background are listed in HECO-400. 

9 Q. What is your area of responsibility in this testimony? 

10 A. My testimony will cover the integration of the Meter Data Management System 

11 ("MDMS") and the Customer Information System ("CIS"). 

12 Q. Can you please outline your testimony? 

13 A. This testimony will cover the general approach to integration, and the concems 

14 raised by the Consumer Advocate. 

15 

16 GENERAL APROACH TO INTEGRATION 

17 Q. WTiat is the general process to connect the MDMS to the CIS? 

18 A. Because the implementation of Hawaiian Electric's new CIS has taken longer 

19 than originally envisioned, the Company has decided to divide the work of 

20 integrating the MDMS with the Company's customer systems into three phases. 

21 The three phases of the MDMS implementation are described on page 4 of 

22 Exhibit 9 of Hawaiian Electric, Hawaii Electric Light Company, Inc. ("HELCO") 

23 and Maui Electric Company, Limited's ("MECO") (collectively, the "Hawaiian 

24 Electric Companies" or "Companies") Application in Docket No. 2008-0303 for 

25 approval of their Advanced Metering Infrastructure ("AMI") Project. The MDMS 
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1 Architecture from page 2 of Exhibit 9 is attached in exhibit HECO-401 to this 

2 testimony. 

3 Q. Why has Hawaiian Electric selected this phased approach? 

4 A. The phased approach will allow quicker realization some important benefits of the 

5 AMI Project even while the Company is still using its legacy CIS. For example, 

6 by linking the MDMS system to the legacy CIS using the cormection point 

7 currently employed by the Company's Multi Vendor Reading System ("MVRS"), 

8 Hawaiian Electric will be able to achieve cost savings in meter reading operations 

9 right away. Once the new CIS is complete, the Company will be able to achieve 

10 additional benefits associated with advanced metering capabilities. 

11 

12 CONSUMER ADVOCATE CONCERNS 

13 Q. Given the concems expressed by the Consumer Advocate about the cost to 

14 intercoimect to both the existing and new CIS (see CA-T-1, pages 46 and 47), how 

15 will these costs be managed? 

16 A. Hawaiian Electric will design the interfaces to its legacy CIS with the knowledge 

17 that it will be supplanted at some point by the interface to the new CIS. The 

18 Company will, to the best of its ability, anticipate the requirements of the later 

19 interface in the design of the initial interface in Phase I. By doing so, Hawaiian 

20 Electric will minimize rework in the subsequent phases, thereby minimizing 

21 additional cost. 

22 Q. W^en will the benefits of Time-of-Use and Dynamic Rates be realized? 

23 A. As described on Page 2, Exhibit 25 of the Companies' AMI Application, these 

24 benefits will be realized with the implementation of the new CIS. As of this time, 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

Q. 

A. 

Q-

A. 

Hawaiian Electric has yet to establish a schedule for the implementation of the 

new CIS. 

SUMMARY 

Please summarize your testimony. 

Hawaiian Electric plans to initially interface the MDMS with the Company's 

legacy CIS, and ultimately with the new CIS. This approach will enable the 

Company to realize many of the claimed benefits of automated meter reading 

immediately. Some other benefits will not be realized until the new CIS is 

completed. Because the Company going into this effort will have the knowledge 

that it will need to adapt the interfaces to the new CIS, Hawaiian Electric will 

design the interfaces with this transition in mind to control costs. 

Does this conclude your testimony? 

Yes, it does. 
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Figure 1 - MDMS Architecture 
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1 INTRODUCTION 

2 Q. Please state your name and business address. 

3 A. My name is Patsy H. Nanbu and my business address is 900 Richards Street, 

4 Honolulu, Hawaii. 

5 Q. WTiat is your present position? 

6 A. I am the Controller for Hawaiian Electric Company, Inc. ("Hawaiian Electric"). 

7 My educational background and experience are listed in HECO-500. 

8 Q. What is your area of responsibility in this proceeding? 

9 A. I will describe the accounting and proposed ratemaking treatment for the 

10 following components of the Advanced Metering Infrastmcture ("AMI") Project 

11 proposed by Hawaiian Electric, Hawaii Electric Light Company, Inc. ("HELCO") 

12 and Maui Electric Company, Limited ("MECO") (collectively, the "Hawaiian 

13 Electric Companies" or "Companies"): 1) new AMI meters; 2) existing non-AMI 

14 meters; and 3) Meter Data Management System ("MDMS") software 

15 development costs. I will also describe the surcharge cost recovery of the net 

16 incremental costs of the AMI Project. 

17 

18 NEW AMI METERS 

19 Q. What is the Companies' overall position with respect to the accounting and 

20 proposed ratemaking treatment for the new AMI meters? 

21 A. The Companies' position is that investment in the new AMI meters as part of the 

22 overall AMI Project is reasonable to meet the objectives of the AMI Project and is 

23 in the public interest. The costs of such pmdently incurred costs for this project 

24 should be recoverable from ratepayers. 
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1 Q. Has the Companies' position changed from what was presented in the AMI 

2 Project Application? 

3 A. No. The Companies' position has not changed. 

4 Q. How do the Hawaiian Electric Companies propose to account for the costs of the 

5 new AMI meters? 

6 A. The Companies propose to capitalize the installed costs of the new AMI meters 

7 upon installation and include the meters as utility assets. The Companies will 

8 depreciate the new AMI meters over the current Commission approved 

9 depreciation rates for meters, beginning January 1 of the year following the 

10 placement of the meters into service. This accounting is consistent with any other 

11 capital expenditure project undertaken in the normal course of business. 

12 Q. How do die Companies propose to recover the costs of the new AMI meters? 

13 A. For ratemaking purposes and for purposes of calculating the revenue requirements 

14 for inclusion in the Renewable Energy Infrastmcture Program ("REIP") or AMI 

15 surcharge, the Companies propose to include the new AMI meters as utility assets 

16 in rate base and to recover the investment on a straight-line basis over a period of 

17 seven years from installation. This represents an accelerated recovery of the 

18 Companies' investment in these new AMI meters. 

19 Q. What is the Consumer Advocate's position with respect to the Companies' 

20 accounting and proposed ratemaking treatment for the new AMI meters? 

21 A. TheConsumer Advocate's witness Mr. Nishina, in CA-T-1, pages 36-37, 

22 expressed concem with the accelerated recovery of the Companies' investment in 

23 the new AMI meters and recommended that the Commission not approve the 

24 accelerated recovery request. 

25 Q. WOiat are the Consumer Advocate's concems? 
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1 A. The Consumer Advocate has expressed concems that: 1) it has not received 

2 information from the credit rating agencies supporting the Hawaiian Electric 

3 Companies' assertion that the Companies' credit rating will be negatively 

4 impacted without approval of the accelerated recovery; 2) the requested 

5 accelerated recovery is not entirely consistent with the Energy Agreement; and 3) 

6 there is a difference in the seven-year accelerated recovery period and the longer 

7 book depreciation period. Ms. Sekimura, in HECO T-6, discusses the needed for 

8 accelerated cost recovery of the new AMI meters. 

9 Q. How did the Hawaiian Electric Companies determine proposing to recover the 

10 costs of the new AMI meters over a seven-year period? 

11 A. As described in the Companies' response to PUC-IR-8, the Companies evaluated 

12 several scenarios with different recovery periods. The impact on the Companies' 

13 budget and financing plan, as well as the potential impact on ratepayers, was 

14 considered. A seven-year recovery period was found to be a period of time which 

15 would provide the Companies a reasonable opportunity to recover their 

16 investment in a timely manner, provide cashflow to support other investment in 

17 the later years of the project, and also fit the Companies' fiiture financing plans. 

18 This seven-year period would also help smooth out the revenue requirement and 

19 lessen the impact to ratepayers in any single year (as compared to a shorter 

20 recovery period), while at the same time, providing the Companies an opportunity 

21 to recover their investment in a more timely manner so as to further facilitate 

22 pursuit of the various initiatives that the Companies and the State have agreed to 

23 undertake in their October 20, 2008 Energy Agreement. 

24 Q. Does the Energy Agreement address accelerated recovery of the Companies' 

25 investments? 
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1 A. Yes, under the Clean Energy Infrastmcture Surcharge ("CEIS") discussion. Per 

2 the Energy Agreement, the "CEIS is designed to expedite cost recovery for 

3 infrastmcture that supports greater use of renewable energy or grid efficiency 

4 within the ufility systems." It also goes to say "Subject to Commission approval, 

5 the CEIS may also be used . . . to accelerate cost recovery." 

6 Q. There is a difference in the accounting treatment (depreciated over Commission 

7 approved depreciation rates) and the proposed ratemaking treatment (seven-year 

8 straight-line accelerated recovery) for the new AMI meters. Please describe the 

9 difference in treatment and how this difference will be accounted for? 

10 A. To clarify, the Companies propose to recover the costs of the new AMI meters 

11 over a seven-year period. However, for accounting purposes, the new AMI 

12 meters will be depreciated over the Commission approved depreciation rates. The 

13 recovery period and depreciation period are separate and distinct. As described in 

14 Exhibit 24 of the AMI Applicafion, the difference in the recovery period and 

15 depreciation period will result in a situation where the Companies will receive 

16 revenues in excess of the costs (depreciation expense) recognized for accounting 

17 purposes. Therefore, for accounting and ratemaking purposes, the Companies will 

18 record the difference in the REIP or AMI surcharge revenues received, in excess 

19 of the current depreciafion expenses incurred, as a regulatory liability. The 

20 Companies propose to include the regulatory liability balance in their rate bases, 

21 as a deducfion in the calculafion of rate base for ratemaking purposes. As the 

22 balance represents ratepayer provided fiinds, including it as a deducfion is proper. 

23 Over fime, the regulatory Uability balance will decrease as the new AMI meters 

24 are depreciated. This regulatory liability balance will be zero when the new AMI 
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1 meters are fiilly depreciated. Please also see the response to CA-IR-36 for ftirther 

2 discussion. 

3 Q. Do the Companies' require any specific approval from the Commission regarding 

4 the accounfing and ratemaking treatment of the new AMI meters? 

5 A. In order for the Companies to record the difference in AMI surcharge revenues 

6 received, in excess of the current depreciation expenses incurred, as a regulatory 

7 liability the Companies require Commission approval of the AMI surcharge and 

8 of the accounting and proposed ratemaking treatment for the new AMI meters. 

9 

10 EXISTING NON-AMI METERS 

11 Q. What is the Companies' overall position with respect to the accounting and 

12 proposed ratemaking treatment for the existing non-AMI meters? 

13 A. The Hawaiian Electric Companies' position is that their investment in the new 

14 AMI meters as part of the overall AMI Project is reasonable to meet the objectives 

15 of the AMI Project and is in the public interest. As the new AMI meters will be 

16 replacing the existing non-AMI meters, the investment made in these existing 

17 meters which are installed and in use at customer locations and serving their 

18 intended purposes, should be recoverable from ratepayers. 

19 Q. Has the Companies' position with respect to accounting and ratemaking treatment 

20 changed from what was presented in the AMI Project Application? 

21 A. No. The Companies' position has not changed. 

22 Q. How do the Companies propose to account for the existing non-AMI meters? 

23 A. The Hawaiian Electric Companies propose to continue depreciating their 

24 investment in the existing non-AMI meters over the current Commission approved 

25 depreciafion rates and to continue to include them as ufility assets prior to the 
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1 meters being replaced. The Companies will retire their exisfing non-AMI meters 

2 as they are replaced by the new AMI meters. 

3 Q. How do the Companies propose to recover their investment in the existing non-

4 AMI meters? 

5 A. For ratemaking purposes and for purposes of calculating the revenue requirements 

6 for inclusion in the REIP or AMI surcharge, the Companies propose to accelerate 

7 recovery of their investment in the existing non-AMI meters on a straight-line 

8 basis beginning with the receipt of the Commission Decision and Order in this 

9 docket. The Companies' existing meter investment will be based on the net book 

10 value of the existing meters at the receipt of the Commission Decision and Order. 

11 The REIP or AMI surcharge would include the net of the revenue requirements of 

12 the accelerated recovery of the exisfing non-AMI meters and the revenue 

13 requirements of these meters in base rates, to the extent that the retirement of 

14 these meters is not reflected in base rates. Hawaiian Electric proposes recovery 

15 over a three-year period beginning upon receipt of the Commission Decision and 

16 Order in this docket. MECO and HELCO propose recovery over a period 

17 begiiming upon receipt of the Commission Decision and Order in this docket and 

18 ending when meter installation begins at each of those respective companies. For 

19 MECO, meter installation is scheduled to begin in 2014. For HELCO meter 

20 installation is scheduled to begin in 2015. 

21 Q. W^at is the Consumer Advocate's position with respect to the Companies' 

22 accounting and proposed ratemaking treatment for the existing non-AMI meters? 

23 A. Similar to the accelerated recovery of the new AMI meters, the Consumer 

24 Advocate's witness Mr. Nishina, in CA-T-1, pages 36-37, expressed concems and 

25 recommended that the Commission not approve the accelerated recovery request 
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1 for the existing non-AMI meters. 

2 Q. What are the Consumer Advocate's concems? 

3 A. The Consumer Advocate's concems with respect to existing non-AMI meters are 

4 similar to the Consumer Advocate's concems with respect to the accelerated 

5 recovery of the new AMI meters. Ms. Sekimura in HECO T-6 discusses the need 

6 for accelerated cost recovery of both the existing non-AMI meters and the new 

7 AMI meters. 

8 Q. Why have the Companies proposed to recover their investment in the existing 

9 non-AMI meters over an accelerated period? 

10 A. As described in Exhibit 24 of the AMI Project Application, once the existing 

11 meters are removed, they will no longer be "used or usefiil" for utility purposes. 

12 Thus, recovery of the investment in these meters should occur within a reasonable 

13 time after they are taken out of service. This treatment is consistent with the 

14 "stranded" cost recovery concept specified in the Energy Agreement and 

15 demonstrates support for the conversion to providing customers expanded 

16 alternatives to effectively and efficiently manage their energy use and energy 

17 costs. In addition, accelerated recovery over this period will provide improved 

18 cash flow and better position the Companies for the AMI meter investment and 

19 future investment in advanced AMI-related technologies. 

20 Q. The Companies proposed accelerated recovery will result in different periods of 

21 recovery for each of the individual Hawaiian Electric Companies (Hawaiian 

22 Electric, MECO and HELCO). Why have the Companies proposed different 

23 recovery periods for each company? 

24 A. As described in Exhibit 24 of the AMI Application, the Companies recognize the 

25 different recovery periods for each company. Rather than assign three-year 
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1 recovery periods for all existing non-AMI meters on all islands, MECO and 

2 HELCO propose recovery over a longer period which would help smooth out the 

3 revenue requirement impact. Assigning a three-year recovery period for MECO 

4 and HELCO would possibly result in full recovery of the exisfing non-AMI meter 

5 investment one to two years prior to the installation of the new, advanced solid 

6 state meters on these islands. Since installation of the new AMI meters on Maui 

7 and Hawaii is scheduled for 2014 and 2015, respectively, there could possibly be 

8 a decrease in the revenue requirement impact in the years prior to new meter 

9 installation, but after the existing non-AMI meter costs have already been 

10 recovered. However, there would be a significant increase when the new meter 

11 installation begins on these islands and MECO and HELCO begin recovering 

12 these investments. This would create erratic fluctuations in the REIP or AMI 

13 surcharge. MECO and HELCO's proposed accelerated recovery period should 

14 help smooth out the revenue requirement and lessen the impact to ratepayers. 

15 Q. Why have the Companies proposed to recover the costs of the new AMI meters 

16 over a three- to five- year period? 

17 A. As described in response to PUC-IR-9, the Companies evaluated several scenarios 

18 with different recovery periods. The impact on the Companies' budget and 

19 financing plan, as well as the potential impact on ratepayers, was considered. The 

20 recovery periods for each company, as previously described, in conjunction with 

21 the seven-year recovery period for the new AMI meters, were found to be the 

22 period of time which would provide the Companies a reasonable opportimity to 

23 recover their investment in a timely maimer, provide cashflow to support the 

24 investment in the later years of the project, and also fit the Companies' fiiture 

25 financing plans. These recovery periods proposed for each company also helped 
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1 smooth out the revenue requirement and lessen the impact to ratepayers in any 

2 single year (as compared to a shorter recovery period), while at the same time, 

3 providing the Companies an opportunity to recover their investment in a more 

4 timely manner so as to fiirther facilitate pursuit of the various initiatives that the 

5 Companies and the State have agreed to undertake in the Energy Agreement. 

6 Q. The Companies' proposal may result in the investment in the existing non-AMI 

7 meters being fiilly recovered prior to replacement of these meters by the new AMI 

8 meters. Please describe why this is reasonable. 

9 A. As described in response to PUC-IR-9, recovery during the proposed periods as 

10 described, is reasonable as the existing non-AMI meters are still in service and 

11 considered "used or useful" for utility purposes. Prior to being replaced, these 

12 meters will still be installed at customer locations, still in use and serving their 

13 purposes. The Companies' proposal ensures recovery of and on their investment 

14 in these utility assets while they are still in service. In effect, the proposal for 

15 recovery over an accelerated period recognizes that these meters will be replaced 

16 in the near term and that recovery will be over the meters' approximate remaining 

17 usefiil life. Recovery during this time period provides a more accurate matching 

18 of recovery of the investment in the asset with the remaining period of use. It is 

19 reasonable and fair to ask ratepayers for recovery of an asset while it is still in use, 

20 rather than after or during a period when it has been replaced and is no longer 

21 "used and usefiil". 

22 Q. Similar to the new AMI meters, there is a difference in the accounting treatment 

23 (continue depreciation over Commission approved depreciation rates) and the 

24 proposed ratemaking treatment (three- to five-year straight-line accelerated 
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1 recovery) for the existing non-AMI meters. Please describe the difference in 

2 treatment and how this difference will be accounted for? 

3 A. To clarify, the Hawaiian Electric Companies propose to recover their investment 

4 in the existing non-AMI meters over a three to five year period. However, for 

5 accounting purposes the existing non-AMI meters will continue to be depreciated 

6 over the Commission approved depreciation rates. The recovery period and 

7 depreciation period are separate and distinct. As described in Exhibit 24 of the 

8 AMI Application and similar to the treatment of new AMI meters, die difference 

9 in the recovery period and depreciation period will result in a situation where the 

10 Companies will receive revenues in excess of the costs (depreciation expense) 

11 recognized for accounting purposes. Therefore, for accounting and ratemaking 

12 purposes, the Companies will record the difference in the REIP or AMI surcharge 

13 revenues received, in excess of the current depreciation expenses incurred and in 

14 advance of the meters being retired, as a regulatory liability. The Companies 

15 propose to include the regulatory liability balance in their rate bases, as a 

16 deduction in the calculation of rate base for ratemaking purposes. As the balance 

17 represents ratepayer provided hands, including it as a deduction is proper. Over 

18 time, the regulatory liability balance will decrease as the existing non-AMI meters 

19 are depreciated and replaced. This regulatory liability balance will be zero upon 

20 the completion of the meter installation and when all the replaced meters are 

21 retired. Please also see the response to CA-IR-36 for fiirther discussion. 

22 Q. Do the Companies require any specific approval from the Commission regarding 

23 the accounting and ratemaking treatment of the existing non-AMI meters? 

24 A. In order for the Companies to record the difference in AMI surcharge revenues 

25 received, in excess of the current depreciation expenses incurred, as a regulatory 
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1 liability the Companies' require Commission approval of the AMI surcharge and 

2 of the accounting and proposed ratemaking treatment for the existing non-AMI 

3 meters. 

4 

5 MDMS SOFTWARE DEVELOPMENT COSTS 

6 Q. What is the Companies' overall position with respect to the accounting and 

7 ratemaking treatment for the MDMS software development costs? 

8 A. The Hawaiian Electric Companies' position is that their investment in the MDMS 

9 software, as part of the overall AMI Project, is reasonable to meet the objectives 

10 of the AMI Project and is in the public interest. The costs of such pmdently 

11 incurred costs for this project should be recoverable from ratepayers. 

12 Q. Has the Companies' position in this regard changed from what was presented in 

13 the AMI Project Applicafion? 

14 A. No. The Companies' position has not changed. 

15 Q. How do the Companies propose to account for the MDMS software development 

16 costs? 

17 A. As more fully described in Exhibit 24 of the AMI Project Application, the 

18 Companies propose to account for the development of the MDMS software in 

19 accordance with Emerging Issues Task Force Bulletin 97-13 ("EITF 97-13"), 

20 Accounting for Costs Incurred in Connection with a Consulting Contract or an 

21 Internal Project that Combines Business Process Reengineering and Information 

22 Technology Transformation, and FASB Statement of Position 98-1 ("SOP 98-1"), 

23 Accounting for the Costs of Computer Software Developed or Obtained for 

24 Internal Vsê  in the same manner as the Commission has approved for other 

25 software development projects. Under the Companies' proposal, software 
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1 development costs incurred during the preliminary stage (i.e., conceptual 

2 formation of software alternatives, determination of the existence of needed 

3 technology and final selection of altemafives) and post-implementation/operation 

4 (i.e., training and application maintenance) of the AMI Project will be expensed as 

5 incurred. In the interim, during the application development stage of the AMI 

6 Project, the Companies request approval to: 1) defer (i.e., capitalize) certain 

7 computer software development costs associated with the MDMS, excluding those 

8 costs that should be expensed as incurred such as conversion costs, training, 

9 certain overhead costs and EITF 97-13-type costs, if any; 2) accumulate allowance 

10 for fiinds used during constmction ("AFUDC") on the deferred costs during the 

11 deferral period; 3) amortize the deferred costs over a 12-year period; and 4) 

12 include the unamortized costs in rate base. 

13 Q. How do the Companies propose to recover their investment in the MDMS 

14 software? 

15 A. If the proposed ratemaking treatment is allowed, the Companies will defer the 

16 software development costs (and related AFUDC) of the MDMS and amortize 

17 them over a 12-year period. For ratemaking purposes and for purposes of 

18 calculating the revenue requirements for inclusion in the AMI surcharge, the 

19 Companies propose to defer and amortize the software development costs of the 

20 MDMS over a 12-year period and to include the unamortized balance in rate base. 

21 As the MDMS software will be developed and implemented in three 

22 separate phases, the Companies propose to amortize the deferred software 

23 development costs in each phase separately over a 12-year amortization period. In 

24 each phase, as previously described, certain fimctionalities and features will be 

25 designed, coded and installed. The fimctionalities and features will be installed 
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1 and ready for use at three different times (at the end of each phase). Therefore, 

2 the Companies propose to track and defer the costs incurred in each phase 

3 separately and to begin amortization in the month after the fijnctionalities installed 

4 in that particular phase are deemed operational and ready for their intended use. 

5 The costs deferred specific to each individual phase will be amortized over 12 

6 years. 

7 Q. Do the Companies require any specific approval from the Commission regarding 

8 the accounting and proposed ratemaking treatment of the MDMS software 

9 development costs? 

10 A. In Decision and Order No. 18365, filed Febmary 8, 2001 in Docket No. 99-0207 

11 (HELCO's 2000 test year rate case), the Commission mled that its pre-approval is 

12 required before any computer software development project costs can be deferred 

13 and amortized for ratemaking purposes. Therefore, in order for the Companies to 

14 defer the MDMS software development costs (and related AFUDC) and amortize 

15 them over a 12-year period, the Commission needs to approve the requested 

16 treatment. 

17 Q. What would happen if the Companies' accounting and proposed ratemaking 

18 treatment were not adopted by the Commission? 

19 A. The Companies would have to record the software development costs as expenses 

20 when incurred. 

21 Q. WTiat is the Consumer Advocate's position with respect to the Companies' 

22 accounting and proposed ratemaking treatment for its MDMS software 

23 development costs? 

24 A. The Consumer Advocate's witness, Mr. Nishina, in CA-T-1, pages 37-38, 

25 expressed some concems with the proposed deferral of the software development 
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1 costs. Mr. Nishina acknowledges that the 12-year amortization period is 

2 consistent with past proceedings on software development projects approved by 

3 the Commission. However, he questions whether a longer recovery period is 

4 more appropriate with the expectation that the Companies should not replace the 

5 system within 12 years. 

6 Q. Please describe why a 12-year amortization period is reasonable? 

7 A. As described in the response to PUC-IR-IO, under the accounting guidance of 

8 SOP 98-1, the amortization period for software development costs should be the 

9 expected useful life of the developed software. While the expected useful life of 

10 the MDMS software has not yet been determined (as the MDMS software has not 

11 yet been selected), it is anticipated that the expected useful life may actually be 

12 less than 12 years due to the rapid pace of technological change. Therefore, a 12-

13 year amortization period may in actuality be longer than the expected usefiil life 

14 of the system. In addition, the 12-year amortization period is consistent with the 

15 approved amortization periods of the Companies' other deferred software 

16 development projects including the Customer Information System ("CIS"),* 

17 Outage Management System ("OMS")^ and Human Resource Management 

18 System ("HRMS")^ projects. 

19 Q. The Consumer Advocate indicated that the Commission should make clear certain 

20 items regarding the accounting for the MDMS costs, similar to other systems 

21 development projects. What is Hawaiian Electric's position? 

22 A. The Consumer Advocate has indicated that all process re-engineering costs should 

23 be properly identified and expensed. Hawaiian Electric agrees that costs related to 

' See Decision and Order No. 21798, Docket No. 04-0268, issued May 3, 2005. 
^ See Decision and Order No. 21899, Docket No. 04-0131, issued June 30, 2005. 
^ See Decision and Order No. 23413, Docket No. 2006-003, issued May 3, 2007. 
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1 process re-engineering will be expensed, consistent with EITF 97-13 as the 

2 company has done for other software development projects (i.e., the CIS, OMS, 

3 and HRMS projects). The Consumer Advocate has also requested that the 

4 Companies maintain the appropriate documentation to support the classification of 

5 actual costs. The Companies will maintain the appropriate documentation to 

6 support the classification of the actual costs between capital, deferred and 

7 expense. Finally the Consumer Advocate recommended that capitalized costs not 

8 include general and administrative costs and overheads as stated in SOP 98-1. 

9 The Companies agree that it will follow SOP 98-1 in reflecting the costs that 

10 could be deferred. 

11 

12 AMI NETWORK LEASE EXPENSE 

13 Q. How do the Companies propose to account for the agreement with Sensus? 

14 A. As discussed in Exhibit 24 of the AMI Application, HECO has determined that 

15 the agreement contains a lease, and that the lease is an operating lease. However, 

16 based on Statement of Financial Accounting Standards No 13, the lease payments 

17 over the fixed term of the lease must be recorded on a straight-line basis over the 

18 fixed term of the lease, even if the payments are not made on a straight-line basis. 

19 Q. What is the Companies' proposal regarding the ratemaking treatment of the lease? 

20 A. As discussed in Exhibit 24 of the AMI Application, the Companies propose that 

21 the ratemaking be based on the lease payments as they are paid over the term of 

22 the lease. The Companies request that the Commission indicate that the recovery 

23 will be based on the lease payments over the term of the lease. With such 

24 approval, the Company will be able to record a regulatory asset/regulatory liability 

25 for the difference between the straight-line expense required under generally 
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1 accepted accounting principles ("GAAP") and the lease payments under the 

2 agreement. In the early years of the 15-year lease term, the regulatory asset 

3 balance will grow as the straight-line lease expenses will be in excess of the actual 

4 lease payments made. As the lease agreement progresses through the 15-year 

5 term, the actual lease payments made will be higher than the straight-line lease 

6 expenses. This difference will reduce the regulatory asset balance until eventually 

7 the regulatory asset balance will be zero at the end of the fixed lease term. This 

8 treatment will allow for a matching of the revenues received and the book 

9 recognition of the lease expense, resulting in no eamings impact. This regulatory 

10 asset would not be included in rate base as it does not represent investor provided 

11 fiinds. 

12 Q. Did the Consumer Advocate have concems about this method? 

13 A. It is not quite clear, since the Consumer Advocate's witness Mr. Nishina in CA-T-

14 1, pages 38-39 indicates the Companies' proposal to recover the lease expense on 

15 a straight-line basis for ratemaking purposes seems reasonable. The Consumer 

16 Advocate fiirther indicated that it should be clarified that if the Companies are 

17 allowed to recover a certain level of costs early such that there is a difference 

18 between book and regulatory treatment, it may be necessary to reflect the 

19 difference in rate base as an offset. As stated above, the Companies' proposal is 

20 for ratemaking to be based on the lease payments over the entire term of the lease. 

21 However, if the Consumer Advocate and the Commission prefer that the recovery 

22 of the lease expenses be on a straight-line basis consistent with GAAP, the 

23 Company would be agreeable, and would reflect the difference between the actual 

24 expense and the payments under the lease agreement in rate base. 
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1 COST RECOVERY 

2 Q. Please describe the Companies' proposal to recover the net incremental costs of 

3 the AMI Project. 

4 A. The Companies propose to recover the net incremental AMI Project revenue 

5 requirement through an adjustment clause that better matches cost recovery with 

6 cost incurrence. In particular, the Companies propose that the adjustment clause 

7 be implemented by means of the proposed REIP Surcharge or in the altemative, 

8 through an AMI surcharge. The Companies propose recovery on a prospective 

9 basis, subject to reconciliation. 

10 Q. Please describe what is meant by the net incremental costs of the AMI Project? 

11 A. The net incremental costs refer to the incremental costs of the AMI Project less 

12 the incremental quantifiable benefits created by the project. Thus, the Companies 

13 are not proposing to collect all of the AMI Project's cost through a surcharge. The 

14 Companies only propose to flow the project's net incremental revenue 

15 requirement through the surcharge to the extent that the net incremental revenue 

16 requirements are not captured in base rates or any other surcharge mechanism. 

17 Accordingly, the AMI Project costs recovered through the surcharge will be net of 

18 the incremental quantifiable benefits created by the AMI Project which are not 

19 captured in base rates or any other surcharge mechanism. 

20 Q. Will the Companies include all reasonably identifiable and quantifiable benefits in 

21 determining the net incremental cost subject to recovery under the REIP or AMI 

22 surcharge? 

23 A. Yes. The Companies will include all reasonably identifiable and quantifiable 

24 benefits arising as a result of the AMI Project in determining the net incremental 

25 cost to be recovered through the REIP or AMI surcharge. To the extent that these 
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1 benefits are not captured in base rates or in any other surcharge mechanism they 

2 will be net against the incremental costs of the AMI Project. The quantifiable 

3 benefits will be tracked and accounted for as described in the Companies' 

4 response to CA-IR-36. Also, the Companies are developing general accounting 

5 guidelines which will allow consistent and accurate accounting for the incremental 

6 costs and quantifiable benefits of the AMI Project. Preliminary accounting 

7 guidelines have been developed (subject to change based on additional analyses, 

8 discussions, guidance, proceeding progress and/or receipt of Commission decision 

9 and order in this proceeding) and were included as Attachment 1 in the response 

10 to CA-IR-36. Further discussion of the incremental costs and benefits of the AMI 

11 Project is presented by Mr. Andy Hignite in HECO-T-3. 

12 

13 SUMMARY 

14 Q. Please summarize your testimony. 

15 A. The Companies' accounting treatment for the new AMI meters mirrors the 

16 accounting for other capital projects constmcted in the normal course of business. 

17 The Companies request the Commission to explicitly approve the Companies' 

18 proposed ratemaking treatment for the new AMI meters to recover the capital 

19 costs over a seven-year period on a straight-line basis. The proposed ratemaking 

20 treatment will provide the Companies an opportunity to recover their investment 

21 in a timelier manner. It will also provide for improved cash flow and better 

22 position the Companies for fiiture investment in advanced AMI-related 

23 technologies while also facilitating the pursuit of the various initiatives that the 

24 Companies and the State have agreed to undertake in the Energy Agreement. 

25 The Companies' accounting treatment for the existing non-AMI meters 
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1 mirrors the accounting currently in place for those meters. The Companies 

2 request the Commission to explicitly approve the Companies' proposed 

3 ratemaking treatment for the existing non-AMI meters to recover the remaining 

4 net book value of those meters on a straight-line basis over the periods described 

5 previously in this testimony. The proposed ratemaking treatment will allow the 

6 Companies to recover their investment in these existing non-AMI meters while 

7 they are in service and within a reasonable time after they are replaced and taken 

8 out of service. 

9 The Companies' accounting and proposed ratemaking treatment for the 

10 MDMS software development costs mirrors the accounting and ratemaking 

11 treatment for other software development projects. The proposed accounting and 

12 ratemaking treatment is reasonable and consistent with prior Commission 

13 decisions. The Companies request the Commission to explicitly approve the 

14 proposed accounting and ratemaking treatment for the MDMS software 

15 development costs. Commission approval will allow the Companies' to defer the 

16 software development costs and accme AFUDC during the deferral period. 

17 Commission approval will also allow the Companies' to amortize the deferred 

18 costs over a 12-year period and to include the imamortized balance of deferred 

19 costs (including AFUDC) in rate base. 

20 The Companies propose that the ratemaking treatment for the AMI Network 

21 lease expense be based on the lease payments over the entire term of the lease. 

22 Q. Does this conclude your testimony? 

23 A. Yes, it does. 
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1 INTRODUCTION 

2 Q. Please state your name and business address. 

3 A. My name is Tayne S.Y. Sekimura and my business address is 900 Richards Street, 

4 Honolulu, Hawaii. 

5 Q. What is your present position? 

6 A. I am the Senior Vice President, Finance and Administration for Hawaiian Electric 

7 Company, Inc. ("Hawaiian Electric"). My educational background and 

8 experience are listed in HECO-600. 

9 Q. What will your testimony address? 

10 A. My testimony will address the need for the accelerated cost recovery of the 

11 investment in the new AMI meters and existing non-AMI meters as presented in 

12 the Advanced Metering Infrastmcture ("AMI") Project Application proposed by 

13 Hawaiian Electric, Hawaii Electric Light Company, Inc. ("HELCO") and Maui 

14 Electric Company, Limited ("MECO") (collectively, the "Hawaiian Electric 

15 Companies" or "Companies"). I will also address the Consumer Advocate's 

16 concems and recommendation that the Commission not approve the accelerated 

17 cost recovery. Specifically, I will address the Consumer Advocate's concern that 

18 the Hawaiian Electric Companies has not received information from the credit 

19 rating agencies supporting the assertion that the Companies' credit rating will be 

20 negatively impacted without approval of the proposed accelerated recovery. 

21 NEED FOR ACCELERATED COST RECOVERY 

22 Q. What is the Companies' position with respect to the proposed accelerated cost 

23 recovery of its investment in the new AMI meters and the existing non-AMI 

24 meters? 

25 A. The Companies' position with respect to the proposed accelerated cost recovery of 
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1 the new AMI meters and existing non-AMI meters is that it will provide improved 

2 cash flow, better position the Companies for the AMI meter investment and better 

3 position the Companies for future investment in advanced AMI-related 

4 technologies. An accelerated cost recovery mechanism would enable the 

5 Companies to begin recovering their investment much more quickly than waiting 

6 for recovery under a traditional rate case proceeding mechanism. Further, an 

7 accelerated cost recovery period could reduce investors' perception of risk by 

8 limiting the uncertainty in the recovery of the Companies' investment. In turn, 

9 this may help maintain the Companies' current cost of capital and mitigate a 

10 potential degradation in credit quality. 

11 Q. Have other jurisdictions addressed the need for accelerated cost recovery? 

12 A. Yes. As noted in the Companies' responses to PUC-IRs 8 and 9, other 

13 commissions such as the Federal Energy Regulatory Commission and the Public 

14 Utility Commission of the State of Oregon have recognized the use of accelerated 

15 depreciation as a means for the recovery of electric system infrastmcture. 

16 Q. Has the Companies' position with respect to the need for accelerated cost recovery 

17 changed from what was presented in the AMI Project Application? 

18 A. No. The Companies'position has not changed. 

19 Q. What is the Consumer Advocate's position with respect to the Companies' 

20 accounting and proposed ratemaking treatment for the new AMI meters and 

21 existing non-AMI meters, particularly the need for accelerated cost recovery? 

22 A. The Consumer Advocate's witness Mr. Nishina, in CA-T-1, page 36-37, 

23 expressed concern with the accelerated recovery of the Companies' investment in 

24 the new AMI meters and existing non-AMI meters. Mr. Nishina recommended 

25 that the Commission not approve the accelerated recovery request for both the 
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1 new AMI meters and existing non-AMI meters. 

2 Q. What are the Consumer Advocate's concerns? 

3 A. The Consumer Advocate has expressed concerns that: 1) it has not received 

4 information from the credit rating agencies supporting the Hawaiian Electric 

5 Companies' assertion that the Companies' credit rating will be negatively 

6 impacted without approval of the accelerated recovery; 2) the requested 

7 accelerated recovery is not entirely consistent with the Energy Agreement; and 3) 

8 there is a difference in the seven-year accelerated recovery period and the longer 

9 book depreciation period. I will address the Consumer Advocate's first concem 

10 below. Ms. Patsy Nanbu will address the remaining concems in HECO-T-5. 

11 Q. Have the Companies received any direct communications from rating agencies 

12 specifying that the Companies' credit rating will be adversely impacted without 

13 approval of the requested accelerated recovery? 

14 A. No, the Companies have not received direct communications from ratings 

15 agencies or other sources. However, as presented in the Companies' response to 

16 CA-IR-26, part c, Standard & Poor's ("S&P") view' is that regulatory support for 

17 mechanisms which provide for timely cost recovery and help address the issue of 

18 regulatory lag are supportive of utility creditworthiness. In addition, S&P does 

19 address the importance of limiting uncertainty in the recovery of utility 

20 investments. An REIP or AMI surcharge with an accelerated cost recovery 

21 mechanism would enable the Hawaiian Electric Companies to begin recovering 

22 their investment much more quickly than waiting for recovery in a rate case 

' Standard & Poor's, "Key Credit Factors: Business And Financial Risks In The Investor-Owned Utilities 
Industry", November 26, 2008 (See HECO-601) and Standard & Poor's, RatingsDirect, "Recovery 
Mechanisms Help Smooth Eleclric Utility Cash Flow and Support Ratings", March 9, 2009 (See HECO-
602) 
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1 proceeding, with a longer recovery period. This accelerated recovery mechanism 

2 would serve to mitigate the risks and limit the uncertainty in the timeliness of 

3 recovery of the Companies' investment, as well as allow for improved cash flow. 

4 S&P cited these factors which may help mitigate a potential degradation in credit 

5 quality. 

6 SUMMARY 

7 Q. Please summarize your testimony. 

8 A. The Companies' proposed accelerated recovery of its investment in the new AMI 

9 meters and existing non-AMI meters will provide for improved cash flow and 

10 better position the Companies for the new AMI meter investment, as well as for 

11 future investment in advanced AMI-related technologies. Further, an accelerated 

12 cost recovery period could reduce investors' perception of risk by limiting the 

13 uncertainty in the recovery of the Companies' investment. In turn, this may help 

14 maintain the Companies' current cost of capital and mitigate a potential 

15 degradation in credit quality. 

16 Q. Does this conclude your testimony? 

17 A. Yes, it does. 
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Standard & Poor's Ratings Services' analytic framework lor companies in all sectors, including investor-
owned utillliee, ts divided into two major segments: The first part is the fundamental business risk 
analysis. This step lorms the basis and provides the industry and business contexts for the second 
segment of the analysis, an in-depth financial risk anatysis of the company. 

An integrated utility is often a part of a larger holding company structure that also owns other businesses, 
including unregulated power generation. This fact does not alter how we analyze the regulated utility, but 
it may affect the ultimate rating outcome because of any higher risk credit drag that the unregulated 
activities may have on the utility. Such condderatkxis include the freedom and practice ol management 
with respect lo shifting cash resources among subsidiaries and the preserKe of ring-fencing trtechanlsms 
that may protect the utility. 

Relationship Between Business And Financial Rlsl(S 
Prior lo discussing the specific risk factors we analyze within our framework, it is important to understand 
how we view the relationship between business and financial risks. Tat)le 1 displays this relationship ar>d 
its Implications for a company's rating. 
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Chart 1 summarizes the ratings process. 

Chart 1 I DQwalfiad£bAcLDatB 
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Part 1-Business Risl( Analysis 
Business risk is analyzed in four categories: country risk, industry risk, competitive po^k in , and 
profHabiiity. We determine a score for the overall business risk based on the scale shown in table 2. 

Table 2 ] D f lM l l f i ad laUe 

Business Risk Measures 

Description Rating oqulvalsnt 

Excellent AAA/AA 

Strong A 

Satisfactory BBB 

Weak BB 

Vulnerable B/CCC 

Analysts of business risk factors is supjsorted by factual data, including stati5tk:s, but ultimately involves a 
fair amount of subjectivQ judgment. Understanding business risk provides a context in whk:h to Judge 
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financial risk, which covers analysis of cash ftow generation, capitalization, and liquidity, in ail cases, the 
analysis uses historical experience to make estimates of future periormance and risk. 

In the U.S., regulated utilities and holding companies that are utility-focused virtually always fall in the 
upper range (Excellent or Strong) of business risk profiles. The defining characteristk;s of most utilltles--a 
legally defined servk;e territory generally free of significant compelilkm, the provision of an e s s e n ^ or 
near-essential service, and the presence of regulators that have an abiding interest in supporting a 
healthy utility financial profile-underpin the business risk profiles of the electric, gas, and water utilities. 

1. Country risk and macroeconomic factors (economic, political, and social 
environments) 
Country risk plays a critical role In detennining all ratings on companies in a given national domicile. 
Sovereign-related stress can have an overwhelming effect on company creditworthiness, both directly 
and Indirectly. 

Sovereign credit ratings suggest the general risk local entitles face, but the ratings may not fully capture 
the risk applicable to Ihe private sector. As a result, when rating a corporation, we kxik beyond the 
sovereign rating lo evaluate the speclfk: economic or country risks that may affect the entity's 
creditworthiness. Such risks pertain to the effect of government policies and other country risk factors on 
the obligor's business and financial environments, and an entity's ability to insulate itsell Irom these risks. 

2. Industry business and credit risk characteristics 
In establishing a view ol the degree ol credit risk in a given industry lor rating purposes, it is useful to 
consider how its risk profile compares to that of other industries. Although the Industry risk characteristk; 
categories are broadly similar across Industries, the eHect of these lactors on credit risk can vary 
markedly among industries. Chart 2 illustrates how Ihe effects ot these credit-risk factors vary among 
some major industries. The key industry factors are scored as follows: High risk (H), medlunVhlgh risk 
(M/H), medium risk (M). low/medium risk (L/M), and tow risk (L). 

Chart 2 I DJ: 
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I ndus t r y s t r e n g t h s : 
• Material barriers to entry because of govemment-greinted frartchises, despite deregulatory trends; 
• Slrategtoally Important to national and regional economies; key pillar of the consumer and 

commercial economy; 
• Improving management locus industry-wide on operating elficiency in recant years; and 
• Cross-tx)rder growth opportunities in Europe and industrializing emerging markets. 

I n d u s t r y c h a l l e n g e s / r i s k s : 
• Maturity, with a weak growth outk>ok in developed countries; 
• Highly politicized and burdensome regulatory (i.e., rate setting and investment recovery) process; 

and 
• Risks ol 'legacy cost drag' as wholesale and retail maricets move toward greater deregulation. 

Ma jo r g l o b a l r isk I ssues f s c i n g t he u t i l i t i es I ndus t r y : 
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• Increased volatility In the regulatory environnrant and competitive landscape leading to greater 
uncertainty regarding adequacy ot pricing and retum on capital; 

• Longer-temn Impact of, and ability to absort}, signiltoant secular upturn in fuel costs, which is the 
industry's major operating expense; 

• Ability to recover massive investment costs that will likely be necessary to replace aging ir>dustry 
Infrastructure in a harsher cost and regulatory environment; and 

• The debate over global warming will continue far beyond 200S. What the ultimate outcome will be 
is unclear, but growing legislation addressing cartx)n emissions and other greenhouse gases is 
probable in Ihe near future. Utilities' ability to recover environmentally n^ndated costs in 
authorized rates and consumers' willingness to pay them could Impact the industry's future credit 
strength. 

Industry business model and risk profile in transition 
Regulated utilities are in many developed countries transitioning away Irom quasi-mor>opolies toward 
more open competitive environments. 

The level of business and credit risk associated with the investor-owned regulated utilities has historically 
proven in most countries to be lower (risk) than lor many other industries. This has tieen because ot the 
existence ol government poltoy and related regulation that created signifteant ttarriers to entry limiting 
competition, and regulatory rate setting designed to provide an opportunity to achieve a specific level of 
profitability. The credit quality ot most vertically integrated utilities in developed countries has historically 
been, and remains, solidly investment grade. This, to reiterate, is primarily a fur>ction of the existence of 
protective regulation. 

The risks of, and rationale for, deregulation 
The traditional protected and privileged utilities industry business model with its merited monopolistic 
characteristics Is In many countries undergdng transition to a more competitive and open framework. 
This transition process, known as deregulation or litwrallzation, Is weakening the business and credit risk 
profile of the industry. While the impact of these changes may prove positive in tha longer term for more 
efficient industry players, it Is Important to bear in mind that economk; history is littered with the vestiges 
ol industries and enterprises that once flourished under the protectkwi of government-created tjarriers arKf 
other protections. The shilt Is being driven by introduction in many countries ol policies to encourage the 
entrance ol new competitors and to reduce the traditional regulatory protections and privileges enjoyed by 
incumbents. Historically, the regulated Investor-owned utilities were usually granted exclusive franchises. 
Because ol the signillcant risks associated with the capital-Intense nature of the utility investment, 
including massive sunk/fixed costs and long-term break-even horizons, governments in many countries 
created legal arul regulatory frameworits that granted exclusivity to one operator in a given geographic 
area. To offset the monopolistic pricing power this exclusivity created, a system ol heavy regulation was 
typk;ally developed, whtoh included the setting ol pricing. The model often set pricing on a 'cost-plus-
tiasis', i.e., the margin over cost allowing for a perceived fair retum to shareholders of investor-owned 
utilities. One major weakness of this system is that it created little incentive for utilities to efficiently 
manage costs. In recent years as many governments have adopted more liberal open maricet economto 
phik>8(^hies and related policies focused on the creation of greater competition—in an effort to foster 
improved economto growth and pricing efficiency throughout the economy—the tradiltonal utility models in 
many countries have come under increasing political scrutiny and pressure. 

A major public policy and poilltoal risk, as well as a credit risk, associated with deregulation of protected 
industries, Is that existing incumbents often experience significant challertges in readjusting their 
martagement strategies, cultures, and expense basis to be able to compete effectively In the new 
environment. 

The turmoil and bankruptcies in the U.S. in the nonregulated power marketing and trading arena between 
2000 and 2002 arose subsequent lo a major govemment Initiative to deregulate the wholesale martcet. 
These failures, as well as other high-profile problems arising from deregulation elsewhere In the worid, 
have given governments pause as to the desirability ol a headlong rush into deregulation. In the U.S., for 
example, there is currently little impetus to carry deregulation any further. 

Regulation and deregulation In the U.S. 

While considerable attentkm has been focused on companies in states ttiat deregulated in the late 1990s 
and the eariy part of this decade, and the related consequences of disaggregatton and nonregulated 
gertetation, 27 states (plus four that formally reversed, suspended, or delayed restructuring) have 
retained the traditional regulated nriodel, For utilities operating In those states, the quality of regulation 
and management k>om cor^iderably larger than markets, operaltons, and competitiveness tn shaping 
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overall financial periormance. Policies and practices among state and lederal regulatory bodies will be j 
key credit determinants. Likewise, the quality ot management, defined by its posture towards 
creditworthiness, strategic decisions, execution and consistency, and its ability to sustain a good working 
relationship with regulators, will be key. Importantly, however, il Is virtually impossible to completely 
segregate each of these characteristtos Irom the others: to some extent they are ail interrelated. 

Fragmentation of original model emerges in the U.S. 
• Traditkmal regulated, vertically integrated utilities (generation, transmission, and distribution); 
• Transmission and distribution; 
• Diversified; 
• Transmission; and 
• Merchant generation. 

We view a company that owns regulated generation, transmission, and distribution operations as 
positioned between companies with relatively low-risk transmission and distribution operations and 
companies with higher-risk diversified activities on the business profile spectrum. What typically 
distinguishes one vertically integrated utility's business profile score from another Is the quality of 
regulation and management, which are the two leading drivers ol credit quality. 

Deregulation in the U.S. creates a new volatile Industry subsector 
Tlie birth ol large-scale, nonregulated power generators created the opportunity~and the need-far 
companies to maritet and broker power. Power mariteters, independent power producers, and 
unregulated subsidiaries of utility companies olfer power-supply alternatives to other utilities in the 
wholesale rT\ar1(et as well as to large industrial customers. Power mariteting operations have t)een farmed 
by energy companies (many with experience in marketing natural gas), utility subsidiaries, and 
independents. As with the gas industry, electric power marketers expected to develop an elftolent maritet 
by straddling the gull between electricity generators and their customers, who have become 'tree agents* 
in the newly competitive environment. 

Deregulation creates tiering of Industry, business snd credit risk profiles In Europe 
The regional differences in market liberalization across Western Europe result in material variations in 
Industry and busir>ess risk profiles lor the utilities industry at the national level. The U.K. and Nordic 
maricets, in particular, are substantially deregulated and open, and consequentiy present higher risks than 
other markets that are less open, including France arvJ the Iberian market. Ratings therefore generally 
are tower in these more deregulated maricets. The less-liberalized markets may face more regulatory risk 
going forward, parttoutariy tf efforts by the EU to advance the internal maricet by Increasing the extent of 
market liberalization across the EU continue. 

Legal action against companies that inlringe on competition laws should be expected-partlcutariy against 
those that move to prevent new entry and limit customer chotoe (lor example, through the tying of 
markets and capacity hoarding] or collude witti other incumbents to do so. The European Commission 
(EC) can fine companies U ât have violated antHrust laws up to 10% (]l their global minual turnover and, 
under certain conditions, Imfxise stnjctural remedies. Particular emphasis would be placed on Increasing 
the elfective unbundling ol networic and supply activities and on cfiminishlng maricet concentration and 
barriers to entry. 

The EC has publicly stated Is intention to pursue, as a priority, abuses of ^ s dominant positton of 
vertically integrated companies (called veriteal lorectosure). Behavtoral remedies, such as energy release 
programs, are expected lo be imposed by the EC lor which such abuses, or coituston, are pnsved. The 
commission coukJ also enlorce stmctural measures when behavtoral remedies are deemed insuflicient. 

3. Company competitive position and keys to competitive success 

In analyzing a company's competitive positton, we consider the lollowing: 

• Regulation; 
• Maricets; 
• Diversillcation; 
• Operations: 
• Management, includir>g growth strategy; 
• Governance; and 
• Prolitabillty. 
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We are most concerned about how these elements contribute individually and in aggregate to the 
predictability and sustainability ol financial performance, particuiariy cash flow generation relative to lixed 
obligations. 

Regulation. Critical success lactors include: 

• Consistency and predictability of decisions; 
• Support for recovery of fuel and investment costs; 
• History of timely and consistent rate treatment, permitting satisfactory profit margins and timely 

return on investment; and 
• Support for a reasonable cash return on investment. 

Regulation is the most critical aspect that underiiss regulated integrated utilities' creditworthiness. 
Regulatory decisions can profoundly affect financial periormance. Our assessment of the regulatory 
environments in which a utility operates is guided by certain principles, most prominently consistency and 
predtotabliity, as well as elftoiency and timeliness. For a regulatory process to be c e n t e r e d supportive ol 
credit quality, it must limit uncertainty in the recovery ol a utility's investaiient. They must also eliminate, or 
at least greatly reduce, the issue ol rate-case lag, especially when a utility engages in a sizable capital 
expenditure program. 

Our evaluation encompasses the administrative, jucficial, and legislative processes involved in state and 
national govemment regulation, and includes the poilltoal environment in which commissions render 
decisions. Regulation Is assessed in terms ol its ability to satisfy the parttoular needs ol individual utilities. 
Rate-setting actions are reviewed case by case with regard to the potential elfect on credit quality. 

Evaluation of regulation focuses on the ability of regulation to provide utilities with the opportunity to 
generate cash flow and eamings quality and statHlity adequate to: 

• Meet investment needs; 
• Servtoe debt and maintain a satlslactory rating profile; and 
• Generate a competitive rate of return to investors. 

To achieve this, regulation must altow for 

• Timely recognition of volatile cost components such as luel and satisfactory retums on invested 
capital and equity; 

• Ability to enter Into tong-temi arrangements at negotiated rates without having to seek regulatory 
approval lor each contract; and 

• Ability lo recover costs in new investment over a reasonable time frame. 

Because Ihe bulk of a utility's operating expenses relate to fuel and purchased power, ol primary 
importance to rating stability is the level of support that state regulators provide to utilities lor fuel cost 
recovery, parttoulariy as gas and coal costs have risen. Utilities that are operating under rate 
moratoriums, or without access to fuel and purchased-power adjustment clauses, or face significant 
regulatory lag, also are subject to reduced operating margins, increased cash flow volatility, and greeter 
derruind for woricing capital. Companies thai are granted fuel true-ups n>ay be required to spread 
recovery over many years to ease the pain tor the consumer. In additton to fuel cost recovery filings, 
regulators will have lo address significant rate Increase requests related to new generating capacity 
additions, environmental modifications, and reliability upgrades. Current cash recovery and/or return by 
means of construction work in progress support what would othenwlse sometirrtes be a significant cash 
flow drain and reduces the utility's need to issue ctebt during constmction. 

Markets/market position. Critical success lactors include: 

• A healthy and growing economy; 
• Growth in population and residential and commercial customer base; 
• An attractive business environment; 
• An at)Ove-average resklential base; and 
• Limited bypass risk. 
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The Importance of diversification and size. Crittoal success factors include: 

• Regional and cross-border maricet diversificalion (mitigates economic, demographic, and political 
risk concentration); 

• Industrial customer diversilicatlon; 
• Fuel supplier diversification; 
• Retail, compared with wholesale; 
• Regulatory regime diversiftoation: and 
• Generating lacilitydiversilication, 

Operations (operating strategy, capability, and performance efficiency). Critical success factors 
Include: 

• Low cost structure: 
• Well-maintained assets: 
• Solid plant periormance; 
• Adequate generating reserves, and compliance with environmental standanls; and 
• Limited environmental exposures. 

Management evaluation. Utilities are complex specialized businesses requiring experienced and 
successful management teams to have a strong mix ol the aforementioned disciplines. Critical elements 
of management success include: 

• Commitment to credit quality; 
• Operating efficiency and cost control: 
• Maintaining a competitive asset base, i.e., power plant construction project management, and 

plant upkeep and renovation; 
• Regulatory track record, process, and retattonship management; 
• M&A experience in successfully identilying, executing, and integrating acquisitions; 
• Credibility and strong corporate governance; 
• Coneen/ative financial policies, especially regarding non-regulated activities; and 
• Ability and track record In repositioning and transforming business lo not just survive, but prosper 

in a more open market environment. 

Management Is assessed for its ability to njn and expand the business efficiently, while mitigating 
Inherent business and financial risks. Tha evaluation also locuses on the credibility ol management's 
strategy and projections, its operating and llnancial track record, and its appetite lor assuming business 
and financial risk. 

TTie management assessment Is based on tenure, turnover, industry experierwe, financial track record, 
corporate govemance, a grasp ol industry Issues, and knowledge of regulation, the impact of 
deregulation, of customers, and their needs. Management's ability and willingness to develop woricable 
strategies to address system needs, and to execute reasonable and elfective long-term plans are 
assessed. Management quality Is also Indicated by Ihoughtlul balancing of multiple priorities: a record ol 
credibility; and effective communication with the public, regulatory bodies, and the financial community. 

We also focus on management's ability to achieve cost-effective operattons and commitment lo 
maintaining credit quality. This can be assessed by evaluating accounting and financial practices, 
capltalizatton and common dividend objectives, and the company's philosophy regarding growth and risk-
taking. 

4. Profltablllty/peer comparison 
Regulated. Traditionally, the lower levels of risk in utilities t}ecause of the highly regulated environment 
has resulted in Icjwer profitability and retum on capital than in many other industrial sectors. In the 
regulated marketplace the level and margin of profitability has often primarily been a lunction ol regulatory 
leeway, with the contribution of operating efficiency and revenue grmrth taking more ol a back seat. 

Deregulated/liberalized environments. In deregulated maricets, cost efficiency and flexibility, and 
Internal growth, are Ihe major profitability drivers. The development of a robust risk management cultijre 
and infrastnjcture are also keys to creating stability of eamings, because the company no longer has 
recourse to the regulator lo cover costs or losses—a recourse that usually protects Irom downside 
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eamings surprises in the regulated sector. 

Whether generated by the regulated or deregulated side oi the business, profitability is crittoal lor utilittos 
because ol the need lo lund investment-generating capacity, maintain access to external debt and equity 
capital, arKJ make acquisitions. Profit potential and stability is a critical determinant of credit protection. A 
company Ihat generates higher operating margins and returns on capital also has a greater ability to lund 
growth Internally, attract capital externally, and withstand business adversity. Eamings power ultimately 
attests to the value ol the company's assets, as well. In tact, a company's profit perionnance otters a 
litmus test of its fundamental health and competitive positton. Accordingly, ihe conclusions about 
profitability should confirm the assessment of business risk, including the degree of advantage provided 
t)y the regulatory environment. 

Part 2—Financial Risk Analysis 
IHavlng evaluated a company's competitive portion, operating environment, and eamings quality, our 
analysis proceeds to several financial categories. Financial risk is portrayed largely t rough quantitative 
means, particularty by using financial ratios. 

We arialyze five risk categories: accounting characteristics: financial governance/policies and risk 
tolerance; cash flow adequacy: capital structure and leverage: and liquidity/short-term factors. We then 
determine a score lor overall financial risk udng the loltowing scale: 

Tables | Download.Table 

Financial Risk Measures 

Description 

Minimal 

McMlest 

Intermediate 

Aggressive 

Highly leveraged 

Rating oqulvalent 

AAA/AA 

A 

88B 

BB 

B 

The maior goal of llnancial risk analysis is lo determine the quality of cash resources Irom operations and 
other major sources available to sen/ice the debt and other financial liabilities, including any new debt. An 
integral part ol this analysis is to lorm an understanding ol the debt structure, including the mix d senior 
versus subordinated, fixed versus floating debt, as well as its maturity etaicture. It is also important to 
analyze and form an opinion of management's llnancial policy, accounting elections, and risk appetite. 
Using cash How analysis as a building block, it Is further necessary lo establish the company's liquidity 
profile and fiexibility. While closely interrelated, the analysis of a company's liquklity differs from that ol its 
cash ftow as it also incorporates the evaluation of other sources and uses of funds, such as committed 
undrawn bank taciitttes, as well as contingent liabilities (e.g., guarantees, triggera, regulatory issues, and 
legal settlements). 

1. Accounting characteristics 
Rnancial statements and related footnotes are the primary source of Information about a company's 
llnancial condition and performance. The analysis tiegins with a review of accounting characteristtos to 
cietarmine whether ratios and statistics dertved from the statements adequately measure a company's 
performance and position relative to ttiosa of both Its direct peer group and the universe of Industrial 
companies. This assessnwnl is important In provic&ig a common frame of reference and in helping the 
analyst determine the quality of disclosure and the reliability of the reported numbers. We locus on the 
following areas; 

• Analytical adjustments arxl areas of potential concern; 
• Signiticant transactions and notable events that have accounting impltoattons. 
• Signtftoant accounting and financial reporting policies and the undertying assumptions. 
• History of nonoperating results and extraordinary charges or adjustments and underlying 

accounting treatment, disclosure, and explanation. 

2. Financial governance/policies and risk tolerance 
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The robustness of management's financial and accounting strategies and related implementation 
processes is a key element in credit risk evaluation. We attach great importance to management's 
philosophies and poltoies involving financial risk. 

Financial poltoies are also important because companies with more conservative balance sheets and the 
credit capacity lo pursue the necessary investments or acquisitions gain an advantage. Overiy aggressive 
capital structures can leave very little capacity to absorb unexpected negative developments and will 
certainly leave little capacity to make future strategto investments. Companies with the credit capacity to 
support strategto investments will be better positioned to both evolve with industry change and to 
withstand inevitable downtums. 

Understanding management's strategy lor raising Its share prtoe, lncludir>g its financial periormance 
objectives, e.g., return on equity, can provide invaluable insight about the financial and tiusiness risk 
appetite. 

3. Cash flow adequacy 
Cash-flow analysis is one of the most critical elements of all credit rating decisions. Although there usually 
is a strong relaUonshlp between cash How and prolitabiiity, many transactions and accounting entries 
affect one and not the other. Analysis ot cash-flow pattems can reveal a level ot debt-senriclng capability 
that is either stronger or weaker than might be apparent from eamings. FcKusing on the source and 
quaiityAfOlatiiity of cash flow is also important (e.g., regulated/deregulated; 
generation/transmission/trading). 

A review of cash fiow historically, as well as needs on a forward-looking basis, should take into account 
levels of cajsitai expenditures for new generation plants, tn periods where elevated new constructton 
occurs in anticipation ol a rise in power demand, cash outflows will be high. 

tt is particuiariy important to evaluate capitaHntenslve tMjsinesses, such as utility companies, on the basis 
of how much cash they generate and absort), Debt sendee Is an especially important use ot cash How. 

Cash-flow ratios. Ratios show ttie relationship ol cash flow to debt and debt senrice, and also to the 
company's needs. Because there are calls on cash (tow other than repaying debt. It Is important to know 
the extent to whtoh those requirements wQI allow cash to be used lor debt servtoe or, alternatively, lead to 
greater need for borrowing. The nxist important cash flow ratios we look at lor ttie Investor-owned utiittles 
are: 

• Funds from operations (FFO)/Total debt; 
• FFO/lncome; 
• Funds from operations/Total detit (adjusted lor off-tialance-sheet nabillties); 
• EBITDA/lnterest; and 
• Net cash flow/Capital spending requirements. 

4. Capital structure and leverage 
For utilities, the long-term nature of capital commitments and extended breakeven periods on investment, 
make the type ol financing required by these companies to finance these needs to be similar in many 
ways to the financing needs of other long-term asset-intensive businesses. Our analysts review 
pn^acttons of lutura CAPEX, debt, and FFO levels to make a determination ot the likely level of leverage 
and debt over the medium term, and the companies' ability to sustain them. The valuation ol the debt 
amortization scheduled is tied into projections ot prolitabillty breakeven, and the underiying assets 
becoming cash-flow-posttive, are key components ol the ccwnbined cash flow and leverage analysis. 

Capitalization ratios. When analyzing a utility's balance sheet, a key element is analysis of 
capitalization ratios. The main factors influencing the level of debt are the level of capital expenditures, 
parttoutariy constnjction expenditures, and the cost of debt. Companies with strong balance sheets will 
have more ilexibliity to iurther reduce their debt, and/or increase Uieir dividends. The following are useful 
Indtoators of leverage; 

• Total debt'/total debt + equity; and 
• Total debt' + ofl-balance-sheet liabilitles/totaf debt + olt-balarwe-sheet liabilities + equity. 

'Power purchase agreement-adjusted total debt. Fully adjusted, historically demonstrated, and expected 

httnc-Z/wuiw mvr^ f f l i t n r r t f i l p stnnrtnrHnnHnonrc ro fn /mvcn/mvcnsprv lp t f r fn i iPcrNn inp^T no in iinfinnoR 
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to consistently continue. 

Debt leverage, and interest and amortization coverage ratios are the key drivers ol the financial risk 
score. 

5. Liquidity/working capital/short-term factors: 
Our liquidity analysis starts with operating cash flow and cash on hand, and then tooks forward at other 
actual and contingent sources and uses of funds in Ihe short term that coukJ either provide or drain cash 
under given circumstances. 

A key source of liquidity Is bank lines. Key factors reviewed are total amount of facilities; whether they are 
contractually committed; lacility expiration date(s); cun'ent and expected usage and estimated availability; 
bank group quality; evidence ol support/lack ol support ol bank group; and covenant and trigger analysis. 
Rr\ancial covenant analysis is crittoal lor speculative-grade credits. We rec]uest copies ol all tiank loan 
agreements and txind terms and conditions far rated entities, and review supplemental informatton 
provided by issuers for listing of linarKial covenants and stipulated compliance levels. We review 
covenant compliance as indicated in compliance certificates, as well as expected future compliance and 
covenant headroom levels. Enttties that have already tripped or are expected to trip finarKiai covenants 
need to be subject to special scnitiny and are reviewed lor their ability to obtain waivers or modificattons 
need to be subject to special scrutiny and are revtowed lor Iheir ability to obtain waivers or modiftoations 
to covenants. Tripping covenants can have a double negative eflect on a company's liquidity. It may 
preclude it Irom bonowlng further under its credit line, and may also lead to a contractual acceleration of 
repayment and increased Interest rates. 

Copyrigtil O 2008 Standard & Poor's. AJI righu reserved. 
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Recovery Mechanisms Help Smooth Electric 
Utility Cash Flow And Support Ratings 
C^dit markeCG are tight. Liquidity is constrained. And construcrion, bboi; and material costs are soaring. As If thac 
weren't enough, the VS, electric utility sector alto faces aging infrastructure, declining capacity margins, and 
increasing environmerital compliance requirements. To the extent diat utilities increase their capital budgcti to. 
address these needs, they will be hi^ly depcndeni on electricity rate increases to sustain bbiidhotdcr protecdoh 
measures. Althou^ construction ci^nditure forecasts are temporarily lower due to deferral) of some projects, 
future spendirig needs will still be si^Hcant, especially in light of environmental requirements. And regulatory 
commissions reviewing material rate incicase requests during a time of exceptiortal economic hardship might be very 
reluctant to approve higher electric base rates for consumers (as has occurred in Illinoii, Michigan, and New York). 

For these reasons, we believe innovative ratemaking techniques and alternatives to traditional bate rate case 
applications and large rate hikes mil bcoime more critical to the utilities' ability to maintain cash flow, earnings 
power; and ultimately credit quality. TTiat's why Standard & Poor's Ratings Services views rate recovery 
mechaatsms that allow for the timely adjustinent of rates to changing commodity prices and other expense, outside 
of a fully litigated rate proceeding, as beneBdal to utility crediiwonhiness. 

Regulatory Risk 
Regulators have hiiitorically set electricity rates that allov/ utilities to recover their operating costs and earn retums 
on equity. In our view, a key to the utility's credit quality Is a strong, coltaboradve, and effective working 
relationship among managcnient, regulators and, mcreasingly, elected oHidab to comprehensively vet and 
understand the risks associated with the utility's recovery of its investment. If die recession extendi well into 2010, it 
is likely to have a credit drag on the secttM^ especially if utiliries come under the inevitable cost scrutiny by 
tegutators. Managisncnt's ability to manage dtis regulatory risk is a criDcaltkill set. 

Key factors in our analysis of the regulatory risk are die regulator's track record of consittcncy, stability and 
predictability, as well as ef^dency and timeliness. While we recogniie the potential economic and pblidcal 
consequences of attempting to d^iRcandy raise utility rates during a recession, we believe that from credit 
perspective, nuiiagemcnt thust work to limit uncertainty in the recovery of a udlity's investment. In addition, we 
believe it must address the issue of rate case lag, especially when engaged in a sizable capital expenditure program. A 
regulatory jurisdiction that recognizes the importance of cash flow in its tlcctston making process enhance* die 
utility's cr»ditworthiness. 

Upon completion of a major project, while a phase-in or rate moderation plan may lessen the burden on the 
consumer and be more acceptable during an economic downturn, it may impair the utility's credit quality. Slow 
recovery of costs could huther impinge on its liquidity as short-term funds are consumed to finance h i ^ 
working-capital needs. In turn, this may necessitate a larger bank line that increases borrowing costs or increnset 
debt levels to term our the short-term borrowings with medium-term notes, potentially increasing pressure on a 
company's finandal profile. Hence, delayed revenue recovery is likely to be clearly more risky than tra<fitional 
ratemaking treatment or rate mechanisms that provide timely rate recof^tion. 

In our view, there are ratemaking altemanves that can eliminate, or at least greatiy reduce, the issue of rate-case lag. 

Standard & Poor's Ratingdlirwt | Msnft 9,2009 2 
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especially_when a utility engages in an onerous construaion program. Instead of significantiy large base rate 
increases or lengthy rate moderation or phase-in plans, separate tariff provisions that allow for timely rate 
recognition during constmction, without requiring a utility to file a formal rate cox application, can gradually ease 
h i ^ r costs into rates, limiting die accumulation of financing costs. Such provisions can also enhance cash flow and 
eamings stability. 

Don't Foi^et The Fuel 
of primary importance to rating stability is li ini ting exposure to variations in fuel and purchased power costs, which 
constitute a utility's most significant expense. These expenses are largely out of utility management's control. 
Utilities that operate under rate moratoriums, fixed-fuel mechanisms, or significant regulatory lag, or without fuel 
and purchated-power adjustment clauses, are at risk for fluctuations in fuel and purchased power costs. As a result, 
they may be subject to reduced operating matins; and greater cash flow volatility and demand for working capital. 
Companies that arc granted fuel true-ups inay be required to stretch out recovery over many years to ease the pain 
for the consumeî  There is no guarantee at some distant future dote that collection of deferred revenues will occur. 
Changes in regulators, elected officials, and the economics of the service territory may renito the promised recovery 
less certain. 

Standard 6c Poor's notes that fuel adjustmem clauses have become much more common in the utility industry, and 
several jurisdictions have rccentiy rdnstatcd previously abolished fuel clauses, but nor all are created equal. While 
stHue states—such as Florida, Iowa, Kansas, and New York—pcimit recovery on a dollar-for^oUar basis over a 
d^ned time period, certain jurisdicHons^uch as Vermont and Washington State-impose deadbands in which the 
company absorbs all the ritk and rewards of fuel costs above and below the established recovery rate. Beyond the 
deadband there is • sharing of risks and reward with ratepayers. Cost recovery mechanisms that permit frequent. 
updating of any estimated costs may help to keep any deferred balance to a rebtively small amounL 

Construction Is Accelerating 
In addition to fuel-cost recovery filings, regulators Ukety will have to be addressing significant rate increase requests 
related to new large generating capadty addidonsj infrastructure and reliability apgndet, and environmental 
modilicadoiis. Current cash recovery and/or retum by means of constniction work in progress may mitigate the 
significant cash flow drain and reduce the utiUty's need to issue debt securities during the construction cycle. Sutes 
such as Colorado, Idaho, Kansas, South Carolina (for nuclear fadlities). North Dakota (for investments in 
transmission infrastructure and environmental compliance), and Wiscontm allow utilities to employ this 
credit'Supporrive ratemaking mechanism for certain projects. Allowing recovery of projected costs with subsequent 
periotlic updates /or aaual results limits risk for fluctuating costs that occur between rate cases and reduces lags in 
cost recovery. Examples of less credit-suppottive adjustment mechanisms indude those that are triggered only after a 
company's incremental costs reach high thresholds (eg. Washin^n) or those that, once triggered, force a company 
to accumubte significant deferrals before implementing a surcharge that resuiu In real cash. Weak adjustment 
mechanisms may also cap accumulated deferrals or surcharges between rate cases. 

In view bf the risks anocisied with adding new base load capadty, utility managements are avoiding building 
facilities until absolutely necessary and only with binding regulamry assurances. From a credit perq>ective, we view 

wwwjstandBrdsndptMHusomAatlDgsdiract 3 
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the ability of the utility, commission staff, consumer advocates, and other major iiuervcnen to teach agiiecment oii 
need, cbsrs, and cost recovery b e ^ e conuruction of new base load capacity as favorable. Iowa, Kansas, and 
Wisconsin have'used prcapproval or advance deierininarion of the ratemaking principles for the recovery of certain 
investments, thereby potentially eliminating a large degree of uncertainty related to this issue. 

An increasing number of regulatory jurisdictions are adopting tracking mechanisms and other riders that allow 
companies to adjust retail rates to reflea capital costs assodated with environmental compliance equipment. These 
mechanisms eliminate the need to file a formal rate application to caprure rate base additions and in many instances 
permit a return on, and of,'capital on current and planned projects. Florida, Kansas; Indiana, Minnesota, and Texas 
are among those states that have adopted environmental tracking mechanisms'and other riders that allow companies 
to reflect in rates capital costs assodated with emission controls. 

Eamings and cash flow volatility potentially can be reduced and creditworthiness enhanced when a company has the 
authority to timely recover unantidpated costs, such as those incurred for repairing extraordinary storm damage, as 
in Florida. 'While the Alabama Public Service Commission does not currentiy employ a separate storm repair cost 
recovery mechanism to ensure rapid recovery of storm repair costs, we believe it has shovm a willinpicss n> woric 
with utilities and has authorized increased charges to provide fot tlie recbvcty of storm restoration expenses on a 
timely basis and to start rcplditshing storm reserves. 

Rate inechanlsms that mandate eamings sharing between shareholders and consumers compensate well run 
companies with a share of the profits when they earn more than their allowed return on equity. Accordingly, 
Califomia has Implemented an iiuxntive framework that allows utilities to keep a portion of the net savings 
achieved under their energy efficiency programs. This &ves an Incentive to make the rompanies' operations more 
cfflcient. In some cases, sharing mechanisms also tnay provide downside protection to bondholden and can partially 
shield companies during troubled times by requiring consumers to' foot the bill for a portion bf lost earning -

The ability to collect a consistent cash stream, regardless of a service area's weather conditions, provides an 
impbrtant level of stability. Several warmer-than-normal wintea or cooler^than-normal summers cbutd impair a 
utility's financial profile unless weather normalization measures are in place. Such protection can be achieved via a 
normalization clause or rate design. Some companies without such provisions have seen their financial profiles 
weaken partially in response to significant advene weather conditions. 

Some regulators and utilities want to significantly increase energy effidency and conservation programs. Pro^^ms 
designed to separate earnings from delivered volumes (decoupling) can eliminate a current inajor disincentive for 
utilities to develop such conservation [m)gram5. Traditionally, when people use less elcctridty, utilities lose revenue. 
This would also theoretically align the inicreu of consumers and utilities by impleinenting innovative rate designs 
that would not discourage enei^ conservation and effidency. For example, in 2008, the Massachusetts Department -
of Public Utilities issued a ruling that ordered utilities to pursue full decoupling in thdr next base rate case filings. 
The order is intended to en«>urage altemative energy, resources and energy conservation and effidency and to 
reduce costs without huning a utility's honom line. 

There are a host of other rate median^ms or spedal tariffs that irguhtory jurisdictions apply to allow for timely 
recovery of cosn induding those assodated with transmission, bad debt, property taxes, pensions, infrastructure or 
bare steel replacement, and legistati^y mandated enei^ effideiKy and renewable resource proiects. Finally, the 
greater the percentage of a utility's rates that it recovers through fixed charges rather than volume-based charges, the 
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greater the support lor credit quality. And, given the current recession, the application bf these various rate 
mechanisms and tediniqucs, in bur view, can be crucbl In sustaining creditworthiness for the utility while 
potentially reducing the risk of evading significant rate increases or rate shock to the customer. 

Note: Standard 8c Poor's recently published Assessments Of Regulatory Climates fot U.S EnvesIo^Owned Utilities 
(Nov. 25,2008) has identified Alabama, Califomia, Florida, Georgiaj Indiana, Iowa, South Carolina, and 
Wisconsin, as those deemed 'more credit supportive', and Idaho, Kansas, and Kentucky among chose 21 
jurisdictions characfeiizcd as 'credit supportive*. We factored many of the aforementioned rate recovery mechanisms 
OS wcU as other ratemaking and finandal stability Actors and political considerations into these assessments. 
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1 INTRODUCTION 

2 Q. Please stale your name and business address. 

3 A. My name is Peter C. Young and my business address is 220 South King Street, 

4 Suite 1201, Honolulu, Hawaii. 

5 Q. By whom are you employed and in what capacity? 

6 A. I am Director of the Pricing Division of the Energy Services Department at the 

7 Hawaiian Electric Company, Inc. ("Hawaiian Electric" or the "Company"). My 

8 experience and background are listed in HECO-700. 

9 Q. What is your area of responsibility in this testimony? 

10 A. My testimony in HECO T-7 will address the proposed time-of-use ("TOU") rates 

11 of Hawaiian Electric, Hawaii Electric Light Company, Inc. ("HELCO") and Maui 

12 Electric Company, Limited ("MECO") (collectively, the "Hawaiian Electric 

13 Companies" or "Companies"), the testimonies of the Division of Consumer 

14 Advocacy ("Consumer Advocate"), the Hawaii Renewable Energy Alliance 

15 ("HREA") and Life of the Land ("LOL") regarding TOU rates, and the 

16 Commission's information requests regarding TOU rates. 
17 
18 HAWAHAN ELECTRIC COMPANIES' PROPOSED TOU RATES 

19 Q. What is the Hawaiian Electric Companies' request in this docket with respect to 

20 TOU rates? 

21 A. The Companies' request expedited approval of proposed Schedule TOU-R 

22 (Residential TOU) rates for all Hawaiian Electric Companies, and proposed 

23 Schedule TOU-G (Small Commercial TOU Service), Schedule TOU-J 

24 (Commercial TOU Service) and Schedule TOU-P (Large Power TOU Service) 

25 rates for HELCO and MECO, as described in Exhibit 25 of the Advanced 

26 Metering Infrastructure ("AMI") Application. 
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1 Q. What is the current status of TOU rate options at the Hawaiian Electric 

2 Companies? 

3 A. TOU rate options are available for all Hawaiian Electric customers, as approved 

4 in Hawaiian Electric's 2005 test year rate case (Docket No. 04-0113). Similar 

5 TOU options are proposed in the currently open HELCO 2006 test year rate case 

6 (Docket No. 05-0315) and MECO 2007 test year rate case (Docket No. 2006-

7 0387). 

8 Q. What is the proposed residential TOU rate option for the Hawaiian Electric 

9 Companies? 

10 A. As described in Exhibit 25 of the AMI Application, the rate design of the 

11 Schedule TOU-R proposed in the Hawaiian Electric 2009 test year rate case 

12 (Docket No. 2008-0083) (which includes two TOU rate periods and a five hour 

13 daily on-peak period) is the rate form proposed for the residential TOU rate option 

14 for all of the Hawaiian Electric Companies in this docket. The Schedule TOU-R 

15 rates proposed for the Companies in this docket are based on the costs in the most 

16 recent rate case applications for each company (i.e., Hawaiian Electric 2009 lest 

17 year, HELCO 2006 test year and MECO 2007 test year). The Hawaiian Electric 

18 Companies also request that the proposed residential TOU rate options, if 

19 approved, supersede the residential TOU rate proposals in the open rate cases for 

20 HELCO's 2006 test year, Hawaiian Electric's 2007 test year (Docket No. 2006-

21 0386), and MECO's 2007 test year, where the Schedule TOU-R rate options 

22 proposed for residential customers have three TOU rate periods. 

23 Q. What are the proposed commercial TOU rate options for HELCO and MECO? 

24 A. The proposed commercial TOU rate options for HELCO and MECO are based on 

25 the rate option forms proposed in the HELCO 2006 test year rate case and MECO 
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1 2007 test year rate case, respectively, and the rate levels are based on the 

2 settlement agreements achieved in those rate cases. HELCO and MECO also 

3 request that the proposed TOU rate options for commercial customers in this 

4 docket remain in place and supersede the commercial TOU rate proposals in the 

5 open rate cases for HELCO's 2006 test year and MECO's 2007 test year. 

6 Q. How does the Energy Cost Adjustment Clause affect the proposed TOU rates? 

7 A. The Hawaiian Electric Companies have adjusted the rate levels in the proposed 

8 TOU rate options to be consistent with the current energy cost adjustment clause 

9 at each utility.' The Companies will submit revised TOU rate option proposals 

10 for residential and commercial customers to re-price the rates to be consistent 

11 relative to the regular rate schedule rates and the energy cost adjustment clauses 

12 that the Commission approves in final decisions in the open rate cases for the 

13 HELCO 2006 test year, Hawaiian Electric 2007 test year, MECO 2007 test year, 

14 and Hawaiian Electric 2009 test year. 

15 Q. Are there limits on participation in TOU rate options? 

16 A. In the existing Hawaiian Electric TOU rate options as well as in the proposed 

17 TOU rate options in the HELCO 2006 test year, Hawaiian Electric 2007 test year, 

18 MECO 2007 test year, and Hawaiian Electric 2009 test year rate cases, there are 

19 explicit customer limits for participation in TOU rate options until a new billing 

20 system is in place that is capable of processing TOU bills. The limits are 

21 proposed in order to manage the Companies' ability to deliver timely bills for 

22 TOU rate option customers, since all of those bills must be calculated and 

23 processed manually. The TOU rate options proposed in this docket do not contain 

The energy cost adjustment clause at the respective Hawaiian Electric Companies is based on Hawaiian 
Electric 2005 test year rates, HELCO 2000 test year rales, and MECO 1999 test year rates. 
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1 meter limits. The Hawaiian Electric Companies will make their best efforts to 

2 accommodate all customers who wish to participate in these TOU rate options. 

3 However, the Companies also propose to reserve the right to apply to the 

4 Commission for meter limitations if and when the Companies become unable to 

5 calculate and deliver TOU bills in a timely manner. 

6 Q. Why are the Hawaiian Electric Companies' proposals for TOU rate options 

7 reasonable? 

8 A. The Hawaiian Electric Companies' proposals for TOU rate options are reasonable 

9 because they are based on rate case costs (Hawaiian Electric 2009 test year, 

10 HELCO 2006 test year and MECO 2007 test year), and the proposed TOU rate 

11 designs have been agreed upon in settlement agreements by all parties to those 

12 respective rate cases. These rate options provide to customers an opportunity to 

13 shift load as a tool to manage their electric bills. 
14 
15 POSmONS OF THE OTHER PARTIES ON TOU RATES 
16 
17 Consumer Advocate 

18 Q. What is the Consumer Advocate's position on the Hawaiian Electric Companies' 

19 proposed TOU rates? 

20 A. The Consumer Advocate does not have any recommended modifications to the 

21 proposed TOU rate design forms, and concludes that the TOU rate design forms 

22 should be approved by the Commission.^ 

23 Q. The Consumer Advocate recommends that the Hawaiian Electric Companies' be 

24 required to obtain, if the customer is willing, information on why the customer 

25 opted out of TOU or dynamic pricing options. Are the Companies willing to do 

26 this? 

^ CA-T-1, page 45, Docket No. 2008-0303. 



HECO T-7 
DOCKET NO. 2008-0303 
PAGE 5 OF 11 

1 A. Yes. The Hawaiian Electric Companies will explore the reasons why customers 

2 opt out of TOU or dynamic pricing options, to the extent that customers are 

3 willing to identify such reasons, and include them in the annual report pursuant to 

4 Section 14, paragraph 7 of the Energy Agreement. 

5 Q. Is the Consumer Advocate's concern that approval of sales decoupling will dilute 

6 or effectively mute TOU price signals valid? 

7 A. No. The price signals provided by the proposed TOU rates are not affected by the 

8 rate impact of a decoupling adjustment or by the rate impact of any other rate 

9 adjustment. The Hawaiian Electric Companies are not proposing that the 

10 decoupling rate adjustment or any other rate adjustment change the proposed 

11 TOU rates. The value of a kWh or kW that is shifted from one TOU rating period 

12 to another or conserved under the proposed TOU rates is not affected by the level 

13 of other rate adjustments, which are applied at the same rate throughout all hours 

14 of the day. 

15 Q. What is the Consumer Advocate's concern with authorizing a separate AMI 

16 surcharge? 

17 A. The Consumer Advocate's concern is that, with many surcharges, it becomes 

18 more difficult and complex to reconcile the various revenues, expenses, and rate 

19 base elements that need to be considered when evaluating what was recovered 

20 through base rates and what is recovered through surcharges. 

21 Q. How do the Hawaiian Electric Companies address the Consumer Advocate's 

22 concem? 

23 A. The Hawaiian Electric Companies will provide the necessary information in the 

24 filing of the annual reconciliation of revenue requirements and revenues collected. 

25 As described in Section XI, pages 68-69 of the AMI Application, the Companies 
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1 will reconcile the incremental revenue requirements for the previous calendar 

2 year's actual capital investments, expenses, and benefits for the AMI Project with 

3 revenues collected. The reconciliation adjustment will also reduce the surcharge 

4 for the revenue requirements of the AMI Project costs and net benefits that are 

5 reflected in approved rates after being included in the revenue requirements of a 

6 future rate case. The Companies will calculate such adjustments based on interim 

7 decisions and orders received in rate cases, and will further adjust incremental 

8 revenue requirements to conform to final decisions and orders in rate cases. The 

9 Companies will be able to provide this information whether AMI Project costs are 

10 recovered through the Renewable Energy Infrastructure Program ("REIP") 

11 Surcharge pending in Docket No. 2007-0416, or through a separate AMI 

12 surcharge. 

13 Q. What is the Consumer Advocate's concern regarding the financial impact of the 

14 AMI Project? 

15 A. The Consumer Advocate suggests that the financial impact of advancing the AMI 

16 Project should be minimized on low income and disadvantaged customers. 

17 However, the Consumer Advocate does not suggest how that might be 

18 accomplished. 

19 Q. What is the Hawaiian Electric Companies' response to this concern? 

20 A. The Hawaiian Electric Companies believe that the Consumer Advocate's 

21 concems regarding the financial impact of the AMI Project and other proposed 

22 projects are addressed by the Companies' lifeline rate proposal. As the Consumer 

23 Advocate noted, the Companies filed an application for a Lifeline Rate Program 

24 on April 30, 2009 in Docket No. 2009-0096. In Section 20 of the Energy 

25 Agreement, the Hawaiian Electric Companies and the Consumer Advocate agreed 
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1 to explore the possibility of establishing lifeline rates, which are designed to 

2 provide a cap on rates for those who are unable to pay the full cost of electricity. 

3 The Companies' lifeline rate proposal supports low income families by providing 

4 assistance for a minimum level of necessary energy use in the form of a monthly 

5 bill credit.-* 
6 
7 HREA 

8 Q. What is HREA's position on the Hawaiian Electric Companies' proposed TOU 

9 rates? 

10 A. HREA proposes that a potential benefit that should be evaluated further is TOU 

11 rates for small commercial and large power customers as a "load-shifting" 

12 measure. HREA believes that larger customers will be better able to adapt their 

13 demand usage pattems than residential customers. 

14 Q. What is the Companies' response to this position? 

15 A. The Companies' TOU rate option proposals do offer TOU rates for small 

16 commercial customers as well as large power customers; therefore that would 

17 appear to satisfy HREA's concerns. 
18 
19 LOL 

20 Q. What is LOL's position on the Hawaiian Electric Companies' proposed TOU 

21 rates? 

22 A. LOL states that it favors TOU rates but needs more information before making a 

23 decision on this Application. LOL states that it needs a better understanding of 

24 how TOU rates interact with a host of related issues including but not limited to 

25 Feed-In Tariffs, Net Metering, PV Host, and Vehicle to Grid. 

26 Q. What is the Companies' response to this position? 

^ Docket No. 2009-0096, Application, page 4. 
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1 A. The Hawaiian Electric Companies' proposed TOU rate options are available to 

2 customers who participate in Net Energy Metering. While TOU rate options 

3 address the price customers pay for utility-supplied electricity, the Feed-In Tariff 

4 docket (Docket No. 2008-0273) and PV Host docket (Docket No. 2009-0098) are 

5 concerned with establishing the price the utility will pay to acquire energy from 

6 customers/providers; thus, there is no interaction between TOU rates and Feed In 

7 Tariff or PV Host. The Vehicle to Grid issues are in the early stages of 

8 examination. It may be that the proposed TOU rates will be compatible with 

9 Vehicle to Grid applications; however, the Companies are unable to make any 

10 conclusions at this lime. 

11 
12 INFORMATION REOUESTS OF THE COMMISSION 

13 Q. Why do the Hawaiian Electric Companies propose that TOU rales be opt-in 

14 during the AMI meter roll-out period rather than opt-out or mandatory? 

15 A. The Hawaiian Electric Companies propose that TOU rates be opt-in during the 

16 roll-out period in order to reduce the administrative challenges of the billing 

17 process while still providing customers the choice to subscribe lo TOU rates. 

18 During the roll-out period, meter conversions will be affected by installer work 

19 rate, schedule changes, and other challenges in the field. Tracking the meter 

20 conversions is a significant task. It will be administratively easier to adjust 

21 customer rate schedules after all the AMI meters have been placed. However, the 

22 Companies recognize that TOU rate options will likely be available to customers 

23 both before and during the roll-out period, and the Hawaiian Electric Companies 

24 will accommodate those customers who elect TOU rates. 

25 Q. After the general AMI roll-out, do the Hawaiian Electric Companies propose that 
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1 TOU rates be opt-in, opt-out or mandatory, for non-commercial customers? 

2 A. The Hawaiian Electric Companies are still considering how TOU rates would 

3 apply to non-commercial customers after the general AMI roll-out. The Hawaiian 

4 Electric Companies have not yet assessed the potential impact to customer bills 

5 and how different groups of non-commercial customers (for example low energy 

6 users, average energy users, and high energy users) are affected by TOU rates. 

7 The Hawaiian Electric Companies will consider applying TOU rates on a 

8 mandatory basis to non-commercial customers. 

9 Q. Have the Hawaiian Electric Companies considered or attempted to quantify the 

10 difference in participation rate and peak demand reduction for scenarios in which 

11 TOU rales are (a) opt-in, (b) opt-out, or (c) mandatory for all customers? If so, 

12 please provide the results of any such studies or analysis. 

13 A. The Hawaiian Electric Companies have not studied the difference in participation 

14 rate and peak demand reduction between TOU rate implementations that are opt-

15 in, opt-out, or mandatory. 

16 Q. Why do the Hawaiian Electric Companies propose that TOU rates for commercial 

17 customers be mandatory rather than opt-out, at the completion of the AMI roll-

18 out? 

19 A. The Hawaiian Electric Companies propose that TOU rates for commercial 

20 customers be mandatory at the completion of the AMI roll-out because il is 

21 expected that the TOU rates will provide price signals for efficient energy 

22 consumption. The AMI Network is expected to provide information on customer 

23 energy usage such that commercial customers can effectively respond to the TOU 

24 rates, manage their energy consumption, and reduce their electric bills, if they 

25 choose to do so. The Companies prefer not to offer customers an option where 
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1 the pricing signal may be less clear and where the resulting energy consumption 

2 may be less efficient. 

3 

4 

5 SUMMARY 

6 Q. Please summarize your testimony. 

7 A. The Hawaiian Electric Companies request expedited approval of proposed 

8 Schedule TOU-R (Residential TOU) rates for all Companies, and proposed 

9 Schedule TOU-G (Small Commercial TOU Service), Schedule TOU-J 

10 (Commercial TOU Service) and Schedule TOU-P (Large Power TOU Service) 

11 rates for HELCO and MECO. The Companies' proposals for TOU rate options 

12 are reasonable because they are based on rale case costs (Hawaiian Electric 2009 

13 test year, HELCO 2006 lest year, and MECO 2007 test year), and the proposed 

14 TOU rate designs have been agreed upon in settlement agreements by all parties 

15 to those respective rate cases. These rate options provide to customers an 

16 opportunity to shift load as a tool to manage their electric bills. 

17 The Consumer Advocate's concem that approval of sales decoupling will 

18 dilute or effectively mute TOU price signals is not valid. The price signals 

19 provided by the proposed TOU rates are nol affected by the rale impact of a 

20 decoupling adjustment or by the rate impact of any other rate adjustment. 

21 The Consumer Advocate's concern about the difficulty and complexity of 

22 reconciling the various revenues, expenses, and rate base elements is addressed by 

23 the Companies' provision of the necessary information in the filing of the annual 

24 reconciliation of revenue requirements and revenues collected. The Companies 

25 will be able to provide this information whether AMI Project costs are recovered 
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1 through the REIP Surcharge or through a separate AMI surcharge. 

2 The Hawaiian Electric Companies propose that TOU rates be opt-in 

3 during the roll-out period in order lo reduce the administrative challenges of the 

4 billing process while still providing customers the choice to subscribe lo TOU 

5 rales. The Companies are still considering how TOU rales would apply to non-

6 commercial customers after the general AMI roll-out. The Companies propose 

7 that TOU rates for commercial customers be mandatory at the completion of the 

8 AMI roll-out because it is expected that the TOU rates will provide price signals 

9 for efficient energy consumption. The AMI Network is expected lo provide 

10 information on customer energy usage such that commercial customers can 

11 effectively respond to the TOU rates. 

12 Q. Does this conclude your testimony? 

13 A. Yes it does. 
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